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The Publisher’s Page. 


SERIES of twelve articles on “Losses in Bank Earning 
Assets” by FREDERICK MUELLER, JR. begins on page 367 
of this issue. In a time when bankers have seen their 
assets shrink from a very comfortable margin of safety 
to ruinously low figures, these article discussing bank 
liquidity, sound loaning policies and various types of security are 
especially timely in showing what mistakes have been most commonly 
made in the past and pointing out ways of safeguarding assets and 
earnings in the future. Mr. Mueller is an instructor in Money 
and Banking at De Paul University College of Commerce in 
Chicago, and is connected with a Chicago investment firm. He 
holds degrees from the University of Chicago, the Chicago Kent 
College of Law and Northwestern University, and was for six’ 
years connected with the Continental Illinois National Bank and 
Trust Company in the bond and credit departments. The sub- 
jects to be covered by the eleven remaining articles, one of which 
will appear each month in THE BanKERs MaGazing, include: 
“The Volume of Loans and Discounts,” “The Security of Loans 
and Discounts,” “The Bond Account and Government Obliga- 
tions,’ “Other Securities as Bank Investments,” “Losses in Bank 
Earning Assets,” “The Expense of Losses in Bank Earning 
Assets,” “Regional Losses in Earning Assets,” “Variations in 
Regional Losses,” “Losses in Karning Assets as Related to Bank 
Failures,” “Losses in Earning Assets of Failed Banks as Related 
to Capital and Double Liability,” and “A Practical View of 
Sound Credit Extension.” 


THE extra size of THE BANKERS MAGAZINE this month is due 
to the fact that it contains a comprehensive summary of what 
happened at the American Bankers Association 59th Annual 
Convention, held at Chicago in September. This year’s conven- 
tion was unusual in many respects. One subject of burning 
importance wormed itself into every meeting and created a more 
unified front among bankers than has appeared before in many 
years. Other topics that were expected to elicit acrimonious 
debate were given no attention or passed quickly over. The 
elements of individualism that had characterized other conventions 
were gone, and in their place was an eager and yet dubious con- 
cern for the new relations between banking and government. 
A code of fair competition in banking had to be drawn up and 
approved. The concise, pointed articles beginning on page 389 
interpret the trends of banking thought that appeared in the 
speeches, the discussions and the general attitude of the delegates; 
and the accounts of the divisional meetings have winnowed from 
the mass of what was said and proposed the most salient and 
significant points. 

[Continued on page x} Vil 
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“THE more cautious a bank is the less its earnings. It must 
remain a prerogative of independent banking to draw the line 
between caution and risk. The immediate effect of the NRA 
program is to make borrowers poorer credit risks. It raises their 
costs without providing any assurance of greater income.” So 
writes JOSEPH STaGG LAWRENCE, editor of T'he Econostat, in an 
article, “Alibi Hunting for the NRA,” in which he takes a chal- 
lenging stand against the implications of Government officials 
that the banks, though running over with surplus funds, refuse 
to lend these funds to help put business on its feet again. 
Mr. Lawrence declares that, in taking such an attitude, the 
Government shows itself wholly inconsistent, since but a short 
while back it was berating the banks for making unsound loans. 
And he stoutly declares that no bank can make money by borrow- 
ing from the R. F.C. at 5 per cent. and then relending at 6 or 
even 7 per cent. In this biting and controversial article 
Mr. Lawrence has put in articulate form what many bankers 
throughout the country have been thinking silently. On page 345. 


Rospert F. Sate of Webster, Atz & Company, Inc., has an 
entirely different opinion of the effect of the NRA on the banking 


business. Taking a long-time view of the situation, Mr. Sale 
reaches the conclusion that the new regulation and planning in 
industry will bring greater safety for the banker in making loans, 
because industry will be able to operate on a surer and more con- 
stant basis. Mr. Sale points out the suicidal competition and 
undercutting that characterized business in the precrash days, and 
expresses the belief that, with unfair practises eliminated and a 
scale of production scientifically determined, the banker and the 
producer can meet on a new frank basis of loaning and manage- 
ment. His article, entitled “The Bankers and the NRA,” com- 
mences on page 351. 


For some years now L. Doucias MEReEp1ITH, professor of banking 
at the University of Vermont, has been making a study of bank 
advertising and publicity, and in a series of two articles on 
co-operative bank advertising, he presents to readers of THE 
BANKERS MAGAZINE a survey of what has been done and can be 
done in this field of publicity endeavor. The first of these two 
articles will be found on page 355; it summarizes what has been 
done in co-operative bank advertising in this country, indicates 
how various groups are managing their joint campaigns and 
suggests what are the advantages and disadvantages of such 
co-operative effort. Dr. Meredith’s second article will appear in 
a later issue. 
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Francis H. Sisson 


BankKERS returning to their desks from the recent A. B. A. conven- 
tion were shocked and saddened by the news of the untimely death of 
Francis H. Sisson, who died at his New York home on September 17, 
after an illness of only four days. Mr. Sisson was vice-president of 
the Guaranty Trust Company of New York, and had served as presi- 
dent of the A. B.A. for 1932-1933. After early experience as an 
editor and publisher, he became prominent in the field of financial 
publicity, and, as vice-president of the Guaranty, directed publicity, 
advertising and public relations work at that institution. He had for 
many years been active in the committee work of the A. B.A., and, 
at the expiration of his term of office as president, had been appointed 
a member of the Administrative Committee. 
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Editorial Comment 
THE THREAT OF INFLATION 


and powerful groups, and the be- 

lief by many that the success of 
the NRA program depends upon an 
inflation of the currency, have given 
rise to a fear that the President might 
find it necessary to resort to some or all 
of the inflationary powers conferred 
upon him at the last session of Congress. 
That the President himself is reluctant 
to make use of these measures is sufh- 
ciently indicated by his actions to date, 
and by the fact that he has turned a 
cold shoulder to groups of inflationists 
that have sought to win him over to 
their side. 

But the President has not made a 
clear and unequivocal definition of his 
position. He said; some months since, 
that he would use these extraordinary 
powers only if, as and when necessary to 
achieve certain objectives in his recov- 
ery program. 

It is a fair interpretation of the Presi- 
dent’s attitude that he does not look 
with favor on currency inflation, but 
will resort to it if all other efforts fail 
in raising wages and the price level, 
reducing unemployment and _ restoring 
production and trade. The history of 
recent months shows that he is first em- 
ploying other expedients.. Several 
schemes have been put forth for expand- 
ing credit, but as yet there has been no 
devaluation of the dollar, free coinage 
of silver or issue of greenbacks. Out- 
tight debasement of the currency and 
resort to the printing press have, at 
least, been held in abeyance. 

But, as indicated above, there is a 
growing fear that when Congress meets 
in January, and if a marked degree of 
recovery has not then taken place, the 
employment of some if not all of the 


T= insistent demand of numerous 


inflationary measures is a foregone con- 
clusion. This is evidenced by the known 
sentiments of a preponderant member- 
ship of the House and Senate. 

If, as believed, the President is op- 
posed to an inflationary policy while 
Congress favors it, those who are now 
making a fight against inflation are, in 
reality, strengthening the hands of 
President Roosevelt. Should the NRA 
plan achieve the hoped-for success by 
the end of the year, this would undoubt- 
edly do more to check inflationary sen- 
timent than all that can be said or 
written on the subject. 

When the financial policies of the 


present Administration were made 
known, THE BANKERS MAGAZINE 
(June, 1933, issue) pointed out at 


length their dangerous features, and ex- 
pressed regret that the President had 
not placed himself clearly on record as 
being opposed to devaluation of the 
dollar and the other inflationary 
schemes. It was said in these pages at 
the time that the President might have 
thought it better to get these powers 
into his own hands, to be used more 
discreetly than they would be by the 
Congress. It can hardly be doubted that 
if Congress had remained in continuous 
session, the discretionary inflationary 
powers entrusted to the President would 
long since have been made mandatory. 

While, therefore, technically the 
President was right, if the assumption 
mentioned is correct, recent develop- 
ments have shown that the country has 
been greatly disturbed by the threat of 
inflation and that the fear thus engen- 
dered has had a chilling effect. 

There is an impending battle between 
the inflationists and the anti-inflation- 
ists. In the ranks of the former are the 
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advocates of free silver, greenbacks, the 
devaluated dollar and a managed cur- 
rency. Opposing them are those who 
wish to see the gold standard restored, 
and who reject the other items in the in- 
flationist program as exploded financial 
heresies. It is an oid controversy, 
fought over many times in the history 
of this and other nations. If the Amer- 
ican people are clearly shown the 
meaning of the inflationary schemes, 
they will reject them now as they have 
done in the past. 


THE A. B. A. CONVENTION 


AST month’s convention of the 
ie American Bankers Association, 
held at Chicago, was notable in 
several respects. First, for the admi- 
rable series of papers, addresses, reports 
and resolutions. Second, for the dis- 
position shown to yield settled convic- 
tions and “go along” with the Adminis- 
tration in its recovery plan. Opposition 
to some features of the new banking 
law appeared in many of the addresses, 
and more especially was this manifest 
in reference to the plan for guarantee- 
ing bank deposits. It may be observed 
that the strongest denunciation of this 
plan came from the Governor of Kan- 
sas, a state where the guaranty scheme 
had been tried and where it failed 
wretchedly, as has been the case wher- 
ever it has been tried. 

Under prevailing conditions, it was 
to be expected that much attention 
should be given to the improvement of 
bank management—to the adoption, as 
one eminent speaker put it, of a safe 
and sound banking code. What the 
speaker evidently had in mind was 
something beyond mere statutory regu- 
lation of banking, of which this country 
already has more than enough. He was 
looking forward to a time when bankers 
themselves would consider certain prac- 
tices as outside the pale of banking 
ethics. A long time must elapse before 
such an ideal can become realistic, but 
it is one to be kept steadily in mind. 
For it is becoming apparent, more and 
more, as statutory regulation of banking 


reaches ever and ever larger proportions, 
that something else is needed to bring 
about that higher standard of banking 
generally conceded to be desirable. 

The addresses delivered at the Chi- 
cago convention were of a high order 
of merit. That of President Sisson has 
a special significance as being the last 
of his earthly utterances. 

The resolutions adopted were mild in 
tone, sound in substance and concilia- 
tory in their attitude toward legislative 
regulation of banking. No doubt many 
of the bankers at Chicago had a strong 
feeling of resentment toward what they 
regard as over-regulation of their busi- 
ness, and that they were far from being 
convinced of the soundness of some 
parts of the ambitious NRA program, 
but they were not disposed to display a 
belligerent mood, and showed a spirit 
of co-operation which, under the cir- 
cumstances, was highly commendable 
and also to no small extent self-effacing. 

For an extensive and carefully sum- 
marized report of the proceedings of 
the convention the reader is referred to 
subsequent pages in this issue of THE 
BANKERS MAGAZINE. 


BANKERS AS SPONSORS OF 
BANKING LEGISLATION 


(7 cgstion enough, our banking 


legislation has sprung, in the 
main, from sources outside the 
banks. It is the embryo statesman, the 
politician, with little or no practical 
knowledge of banking operations, who 
supplies most of the ideas on which our 
statutory control of banking is based. 
In a recent report of the commission 
on law and banking practice of the As 
sociation of Reserve City Bankers, the 
opinion was expressed that bankers were 
better equipped to recognize defects in 
the banking systems and to point out 
remedies than those who have heretofore 
undertaken this duty. This report says: 
“It must be evident that the emer- 
gencies of the present situation have 
placed squarely upon the shoulders of 
bankers a responsibility for making con- 
structive proposals for remedying con- 
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ditions which have brought great criti- 
cism upon the banking profession as a 
whole, and in many instances great 
loss to depositors. Bankers are better 
equipped than any other group to point 
out the difficulties in the present system 
and to suggest remedies for these difh- 
culties.” 

While bankers individually and 
through their associations have made 
numerous suggestions for constructive 
legislation, often these proposals are be- 
lated, and frequently the voices of bank- 
ers are only raised in protest against 
proposed legislation or in opposition to 
that already enacted. Those who have 
observed the sentiments freely expressed 
by bankers when the Federal Reserve 
Act was proposed, and during the time 
the latest banking act was pending and 
since its enactment, will bear out the 
correctness of this statement. 

Perhaps one reason why bankers do 
not’sooner and more emphatically make 
their views known is because of the be- 
lief that such a course would make the 
proposed legislation more drastic. But 
in all banking legislation the authorities 
and the bankers should have a common 
objective—to make banks safer and more 
serviceable. Upon this common ground 
bankers and legislators should have no 
dificulty in meeting, to the decided ad- 
vantage of the banks and the people. 


EXPANDING BANK CREDIT 


that the banks were not expanding 

their loans and investments. Lately 
excess reserves of member banks have 
mounted as high as $700,000,000. Why, 
in the face of such potential credit ex- 
pansion, are the banks reluctant to ex- 
pand? To ask this question is to assume 
that expansion of credit is something 
dependent upon the will of the banks 
alone. This assumption is about on the 
par of another that would hold that, 
with enormous stocks of goods, retail 
stores do not show corresponding in- 
creases in their sales. In both cases it 
takes two to make a bargain. While it 
is true that banks cannot lend unless 


ess a long time it has been evident 
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they have the means and that stores can- 
not sell without stocks of merchandise, 
it is also true in both cases that there 
must be buyers of credit and of goods. 
A little consideration of the matter will 
show that banks are as desirous of put- 
ting their credit means profitably at 
work as are the stores to sell their mer- 
chandise. 

Not only must there be a demand for 
bank credit before expansion will take 
place, but this demand must be of a 
character to which banks can respond, 
having the safety of their deposits in 
mind. That there has been an actual 
decline in demand of this character, re- 
cent surveys of a careful nature clearly 
reveal. In some instances banks report 
an actual falling off of 50 per cent. in 
applications for credit. And it does not 
appear that such applications as are re- 
ceived are acted on unfavorably to the 
extent of more than 10 or 20 per cent. 

But while it is true that the lack of 
demand for safe credit expansion is the 
principal reason why bank credits do 
not rise, there appears to be some denial 
of credit to smaller business concerns 
that could employ additional loans 
safely and profitably. A study of this 
situation, and devices for meeting it, 
undertaken by the New York Clearing- 
House Association, may provide the 
proper remedy. 

There are, of course, some influences 
retarding credit expansion other than 
the lack of demand. Uncertainty in the 
business world has by no means been 
removed. The future is more obscure 
than bankers would like to see it. They 
cannot be sure as to how the whole 
NRA program is going to work out. 
They do not relish the inflation agita- 
tion. 

As a matter of fact, the banks have 
been furnishing credit to a greater ex- 
tent than is commonly understood. This 
credit goes, in the first instance, to the 
Treasury, the latter employing it for the 
numerous plans being employed by the 
Government in its efforts to restore 
prosperity. That the banks would pre- 
fer to make these advances to produc- 
tion and trade direct rather than through 
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the roundabout process of loans to the 
Treasury is plain enough when it is con- 
sidered that direct lending would be 
far more profitable. Failure of the 
banks—so far as there is a failure—to 
expand credit must rest upon doubts as 
to safety of their loans. 


WALL STREET'S NARROW 
ESCAPE 


WING to the proposed imposi- 
tion of taxes on the income and 
sales of brokers dealing through 

the New York Stock Exchange, the re- 
moval of this famed institution from 
New York to Newark was for a time 
threatened, and the actual transfer was 
only prevented by the decision of the 
authorities of the City of New York not 
to impose the tax. 

Had Wall Street, or that part of it 
engaged in security dealings through the 
Stock Exchange, taken its flight across 
the North River, not only would New 
York have been shorn of a considerable 


part of its financial prestige, but the 
politicians of the country would have 
been deprived of what has long con- 
stituted one of their most telling battle- 


cries. It has always been easy to work 
up public indignation against “Wall 
Street.” Had the Stock Exchange mi- 
grated to New Jersey, the politician 
would have found himself under the 
necessity of inventing a new slogan. He 
could no longer hurl his verbal thunder- 
bolts against Wall Street, but against 
Newark, or perhaps against New Jer- 
sey. It would have taken the public a 
long time to comprehend the change. 
“Wall Street” has for an indefinite 
period held a place in the politician’s 
vocabulary of vituperation and _ he 
would have found it exceedingly diff- 
cult to substitute “Newark” for it, or to 
make his constituents understand what 
the new word meant. Fortunately for 
the politician, he is relieved from the 
intellectual struggle this would have in- 
volved. 

But there is a more serious side to 
this matter. The threat of removing the 
Stock Exchange from New York to 
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Newark was by no means a bluff. It 
represented a determination to escape a 
weight of taxation which those con- 
cerned felt to be ruinous. If the re- 
moval had actually taken place, the 
City and State of New York would 
have lost a substantial revenue now be- 
ing received, while the effect on rentals 
in the lower part of the city would have 
been severe. 

There is a point beyond which taxes 
will not, and indeed cannot, be borne. 
When that point is reached, refuge from 
taxation will be sought where it can be 
found. Of this fact the threatened re- 
moval of the Stock Exchange from New 
York furnishes an instructive reminder. 


A CRUCIAL PERIOD FOR THE 
NATIONAL RECOVERY 
PROGRAM 


REQUENTLY in these pages com- 
Pree sympathy with the principal 

objectives of the National Recovery 
Act has been expressed. These objec: 
tives are the relief of unemployment and 
the restoration of production and trade. 
How can there be disagreement respect- 
ing these aims? There may be, of 
course, differences of opinion as to the 
measures employed to attain them. And 
the temperate and honest expression of 
these different views cannot reasonably 
be interpreted as an evidence of hostil- 
ity. These differing views may originate 
in a sincere desire to avoid measures 
deemed hurtful to the permanent pros 
perity of the country and to suggest 
better remedies. 

But, in making such criticisms, one 
should be certain of his ground, sure 
that objections will do good rather than 
harm. One must consider that the 
varied expedients now being employed 
by President Roosevelt are the result of 
much study of the situation, and that the 
President is as regardful of the public 
welfare as any other man in the country. 

Having said so much, and with no 
mental reservations whatsoever, doubts 
will arise about the wisdom of some of 
the details of the recovery plan. One 
of the main purposes of the Administra~ 
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tion is the raising of the general price 
level by artificial means. Should all 
prices rise and income remain stationary, 
the ability to buy would be lessened. If 
income is correspondingly increased, 
things would not be much changed. If, 
under the Agricultural Recovery Act, 
the prices of farm products are raised, 
while the prices of manufactured goods 
do not rise, this would give the farmer 
a price differential. But, with credit or 
currency inflation affecting the general 
price level, this differential would tend 
to disappear. 

Again, it is not clear that prosperity 
is to be attained by plowing under cot- 
ton and buying young pigs to be made 
into fertilizer. The Government is 
pouring out money to relieve the unem- 
ployed and at the same time “bulling” 
the things it has to buy. (They were 
destroying pigs in Illinois while the 
Governor of the state was in Washing- 
ton asking for funds to buy food for 
the needy.) 

Lending ten cents a pound on cotton, 
provided an agreement is made to re- 
duce acreage, and paying farmers a 
bounty to keep land out of production 
are also other questionable expedients. 

As to the monetary policies author- 
ized by Congress, enough has been said 
in earlier pages. 

It is becoming rather clear that the 
whole National Recovery program is 
now passing through a crucial stage. 
The enthusiasm for the plan, so much in 
evidence at its inception, is waning and 
much criticism is cropping out in the 
press and in the speeches of public men. 
By some the plan is already regarded as 
having accomplished about all that can 
be expected of it and its early modifica- 
tion or complete discontinuance recom- 
mended. This view may be extreme, 
but its appearance at this time is sig- 
nificant as indicating a gradual shifting 
of opinion respecting the plan in its 
entirety. 

With no purpose of venturing into 
the hazardous realm of prophecy, THE 
BANKERS MAGAZINE is inclined to be- 
lieve that some of the principles and 
mechanism of the National Recovery 
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Act will survive, and to the benefit of 
the country. To the extent that it pro- 
vides for better relations between em- 
ployers and employes, between the Gov- 
ernment and industry, and the reason- 
able guidance of trade and production, 
unqualified approval may be given. No 
doubt, in the light of further experience, 
the good will be retained and the bad 
rejected. That the plan, thus far, has 
been of material benefit to the country, 
is hardly open to question. Its com- 
plete success and the extent to which it 
will be permanent are matters still in 
the laps of the gods. 


THE RIGHTS OF BANK 
DEPOSITORS 


ROM an official source (the Comp- 
troller of the Currency) comes this 


statement: “The depositor may 


rightly demand his entire deposit in 
cash.” 

Looking at the matter from a legal 
standpoint, and from that of banking 
practice, this statement is true enough. 


But from a higher standard than either 
—that of ethics—has the depositor any 
such right? If some depositors insist on 
having their entire deposits, while others 
do not, the latter may lose, simply be- 
cause they showed consideration for 
others and did not fully exercise this 
supposed right. 

What is a bank deposit anyway? 
Discussing the Glass-Steagall Banking 
Law at Chicago, Comptroller O'Connor 
said: “Every depositor, in theory, has a 
right to his money. This law makes the 
theory a fact.” 

The Comptroller overlooked the fact 
that this “money” is not the depositor’s 
but belongs to the bank, and for this 
reason it cannot be said that the deposi- 
tor “has a right to his money.” But this 
is not all. Before giving even qualified 
assent to the Comptroller’s view that a 
“depositor may rightly demand his en- 
tire deposit in cash,” the matter would 
have to be looked at from more than 
one standpoint. To exercise such a 
right would, in some cases, be selfish 
and would mean that some depositors 
were appropriating to their own use a 
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large share of funds which the bank 
holds for the use of the community. 
Inherent in the very nature of banking is 
this idea, that by depositing in a bank 
the depositor helps to contribute to a 
common fund. 

And again, has the depositor a right 
to demand his entire deposit in cash 
when he may have deposited little or 
no cash? From what is said above, it 
will be admitted that the bank, so long 
as it is a going concern, cannot refuse 
any demand made by a depositor for 
sums standing to his credit in the books 
of the bank. Since, however, bank de- 
posits are made up of cash ‘to only a 
small extent, but of credit items, and 
largely of loans, for depositors to make 
demands that all their deposits be re- 
turned in cash at any particular time is 
unreasonable and may, in certain cases, 
operate in derogation of the rights of 
others. 

How the right of a depositor to draw 
his entire deposit in cash was treated 
from a practical standpoint is told in a 
recent article in the Bankers Monthly, 
contributed by J. W. Dunegan, presi- 
dent of the First National Bank, Stevens 
Point, Wis. When, in the early part of 
this year, the two banks in that place 
were threatened with a run, due to sev- 
eral bank suspensions in a neighboring 
city, they considered what was to be 
done. Let Mr. Dunegan tell how these 
two banks successfully met this emer- 
gency. After stating that two courses 
were open, to meet every demand, dollar 
for dollar, or to make provision for 
meeting all legitimate requirements, but 
refusing to yield to the entreaties of 
panic-stricken citizens, the account of 
how the situation was handled is thus 
related. Addressing a group of citizens 
who were clamoring for their money, 
Mr. Dunegan said: 

“Now all of you people listen to me. 
We are not allowing anyone to close his 
account now. You can’t have your 
money. We will not give it to you be- 
cause we know you are frightened. 
Understand, we do not blame you at all. 
We should probably feel the same way, 
if we were in your place. It is only 
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natural, considering the talk going 
around and the unfavorable reports in 
circulation as a result of numerous bank 
failures throughout this territory. But 
the world hasn’t ended. This excite- 
ment will soon blow over and business 
will again become normal. Then you 
can come in and get your money—if you 
want it. But right now we don’t intend 
to be stampeded into doing something 
that is not in the best interests of our 
depositors, the bank or the community. 
We have a good bank and we propose 
to keep it so. 

“Tt has taken us 50 years to build up 
this bank and we are not going to per- 
mit a minority group of panicky deposi- 
tors to wreck it. We have always 
treated our customers fairly and liber- 
ally, having in mind the fact that a bank 
prospers as its customers prosper, but 
we have never allowed our customers 
to dictate our policies, and will not now. 

“We have 7000 depositors in this 
bank and we think well of all of them. 
Some of them are ill, some are away 
working, others are traveling and some 
are so loyal that they are not here. All 
of these must be considered. There will 
be no preference shown. We can’t give 
you your money and let the others wait. 
We don’t keep the money you deposit 
with us in cash in the vault to be handed 
out to everybody all at once. As a mat- 
ter of fact, most of our deposits, as is 
the case with every good bank, have 
been loaned to merchants, farmers and 
other responsible individuals and firms 
or invested in high-grade bonds. 

“We do not propose to use drastic 
action to force payment of loans. Such 
action would not only prove a hardship 
to borrowers, but would have a disas- 
trous effect upon the community. We 
refuse to sell any of our securities or 
to borrow any money to meet unreason- 
able and unnecessary demands. Nor 
will we ask for 30 or 60-day notices 
for time withdrawals. We are protect- 
ing our depositors and our bank and, 
voluntarily or involuntarily, we are 
going to have the support and co-opera- 
tion of our depositors. 

“Now let me make this fact plain to 








you: We are not attempting to place 
any obstacles in the way of those who 
have legitimate need for money. If 
you really need money you can have it. 
But we reserve the right to decide 
whether the need really exists and how 
much money you should have. We will 
allow you money for taxes, insurance 
premiums, hospital expenses and other 
essential requirements, but not to ap- 
pease your sense of fear. That is our 
way of handling the situation, and we 
know that after this is all over you will 
thank us for it. 

“We killed the hysteria the first day. 
With few exceptions, the depositors 
accepted the situation and were well im- 
pressed with the way we handled it.” 

Perhaps we need a new classification 
of “deposits.” In foreign countries it 
is quite general for banks to carry an 
item representing “deposits and current 
accounts,” the latter representing de- 
posits created by loans. Some banks 
publish the two designations together, 
while other banks separate them. For 
purposes of clarification the latter 
would seem to be the better practice, as 
it would enable one readily to distin- 
guish the portion of deposits which is 
the product of loans. 

Looking at the subject in still another 
way, it would appear that bank deposi- 
tors are quite as much in need of in- 
struction regarding their duties as their 
rights. They are quick to recognize the 
latter and to act accordingly, but they 
are less regardful of the rights of their 
fellow-depositors and of the welfare of 
the community. Every man for him- 
self and the devil take the hindmost is 
not a good motto for bank depositors— 
or, for that matter, for anybody else. 


PROPOSED SINGLE BANK FOR 
ENGLAND 


[es degree of banking consolida- 


tion which has taken place or been 
suggested in this country is far 
eclipsed by recent proposals of the Labor 
Party in England for a consolidation of 
the “big five” banks in’ London into a 
single institution. This proposal, and 


some comments in’ reference to it, are 
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taken from The Economist of London. 

In a report entitled “Socialism and 
the Condition of the People,” the Labor 
Party has published the details of its 
banking reform program. The proposals 
include (1) the amalgamation of the 
“big five” into a single banking corpora- 
tion under public ownership and con- 
trol, with compensation to shareholders; 
(2) the formation of a new intermedi- 
ate credit institution to take over “at a 
reasonable valuation” the “frozen cred- 
its” inherited from the joint stock banks; 
(3) the nationalization of the Bank of 
England; and (4) the formation of a 
National Investment Board. Of these 
proposals, the fourth is taken from the 
Liberal Yellow Book and the second 
from the Macmillan Report; while the 
proposal to nationalize the Bank of Eng- 
land is less revolutionary than it seems, 
since the bank’s monetary policy is al- 
ready formally co-ordinated with that 
of the government. Far the most origi- 
nal and ambitious part of the program 
is the scheme for the amalgamation of 
the “big five.” It is not at all clear 
why the Labor Party has raised such 
a highly controversial issue at the pres- 
ent time. The report alleges that the 
banks as at present constituted are liable 
to obstruct the credit policy laid down 
by the government and the bank. It is 
suggested that cheap money has been 
prevented from reaching industry in 
the last two years because the banks 
have made large purchases of govern- 
ment securities and because their al- 
leged excessive working expenses have 
compelled them to charge uneconomi- 
cally high rates of interest on advances. 
Yet the fact is that no demand for 
money has been forthcoming from in- 
dustry, and that the banks have been 
compelled to find some alternative outlet 
for the huge volume of money made 
available. The Labor Party hope so to 
reduce banking expenses by eliminating 
surplus directors and premises as to al- 
low a substantial reduction in the rate 
charged on advances. Some saving 
might perhaps be made in this way, but 
it is extremely unlikely that it would be 
large enough seriously to affect inter- 
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est rates. The whole scheme for amal- 
gamating the “big five,” like that for 
nationalizing the Bank of England, has 
the air of being political rather than 
economic in origin. Since 1931 the 
Labor Party seems to have become ob- 
sessed with the idea of nationalizing the 
banks. This is a pity, since it is not so 
much British monetary institutions as 
British monetary policy that has been 
most open to criticism in recent years. 

Extreme as these proposals are—and 
to such an extent as to make their adop- 
tion altogether unlikely—some of the 
contentions on which they are based 
have a sound familiar to American ears. 
While such a banking monopoly as these 
suggestions envisage would not be popu- 
lar here, a good many people seem to be 
of the opinion that banking should con- 
stitute a function of the Government. 
And, fantastic as that idea would have 
seemed at one time, we have already 
taken some steps toward its adoption in 
recent months. The Government is now 
making loans long regarded as a bank- 
ing function, and, while not directly 
engaging in banking, it has, through the 
Reconstruction Finance Corporation’s 
activities, closely approached doing sc. 

Should this development proceed so 
that banking would be nationalized, the 
basis of loans might be shifted from the 
quality of the security to the serving of 
political exigencies, and perhaps the ap- 
plicant for a loan would find it neces- 
sary to his success to have the personal 
influence of his ward boss or district 
leader. 


BANKING BECOMING A 
PROFESSION 


N his admirable address at the com- 
if mencement exercises of the Ameri- 

can Institute of Banking, Hon. 
Newton D. Baker, speaking on the topic, 
“Educated Bankers,” said: “More than 
almost any other calling not originally 
regarded as a learned profession, the 
business of banking has come to be a 
profession.” 

How true this statement is may be 
learned from some facts given by Dr. 
Harold Stonier, national educational di- 


rector, American Institute of Banking, 
in introducing ex-Secretary Baker to the 
radio audience. Dr. Stonier said: 

“Last year the American Institute of 
Banking had a total membership of 
57,000, of which number over 31,000 
were enrolled in its educational courses. 
We have a faculty of over 1200 men 
drawn from the professions of law, 
banking, teaching and accounting. Our 
work is carried on in classrooms in 288 
cities and towns in the United States, 
and in addition we have over 1000 cor- 
respondence students in isolated sections 
of this country and in foreign lands.” 

From the large number of those hav- 
ing completed the institute course, it 
will be seen that a large proportion of 
those now engaged in banking are fairly 
entitled to be called “educated bankers,” 
and this number is destined to grow, 
thanks to the splendid practical work 
being done by the American Institute of 
Banking. 


DEATH OF FRANCIS H. SISSON 


OMING so soon after his work 
( as presiding officer at the Chi- 

cago convention of the American 
Bankers Association, the death of Fran- 
cis H. Sisson, vice-president of the 
Guaranty Trust Company of New York 
and ex-president of the American Bank- 
ers Association, was a distinct shock to 
his many friends throughout the United 
States. Mr. Sisson deservedly enjoyed 
wide personal popularity. He had a 
gift not general among bankers, that of 
public speaking on rather dry subjects 
in an interesting way. This made it 
possible for him to exercise a wide in- 
fluence on banking and_ economic 
thought. His last address, delivered at 
Chicago as president of the American 
Bankers Association and published else- 
where in this number, is worthy of a 
careful reading, not alone because of its 
finality as the speaker’s views on bank- 
ing and economics, but because of its in- 
trinsic merit. Mr. Sisson was widely 
known and respected. He reached the 
highest honor the bankers of the coun- 
try have to bestow. His death is a great 
loss to banking and to his many friends. 


Alibi Hunting for the NRA 


By JosEPpH STaGG LAWRENCE 
Editor, The Econostat 


“Be smart for once. Take the Government in partnership with 
you and then go partners with the President in the recovery pro- 


gram without stint. 





Every other business is required to perform 
under the NRA—why not banks 


all banks. Not merely by rais- 


ing the salaries of a few underpaid clerks, but in providing credit 
and performing the normal functions of a bank. Not loose credit 
or unsound credit, no one expects that, but credit that can be put 
on a safe basis if the banks will try to find a way to make it so.” 


trader, addressing the convention of 

the American Bankers Association 
at Chicago. Actually, Mr. Jones is 
talking for the benefit of that great 
public whose intelligence psychologists 
have estimated as that of a 13-year-old 
child, a public which obtains most of its 
information on politics and economics 
from the tabloids. Mr. Jones knows 
that. The bankers know it. The con- 
vention was merely a sounding board 
for the dissemination of NRA publicity. 

The statement is part of the great 
Government ballyhoo designed to force 
the banks to underwrite the experiment 
in hothouse recovery. It implies that 
there is some way in which the banks 
can extend to borrowers who are loyal 
believers in the NRA credit which is 
not “loose credit” or “unsound credit.” 
If it is not loose or unsound credit the 
adherence of the borrower to the NRA 
program is irrelevant. Clearly the Gov- 
ernment wants the bankers to step in 
and help good NRA boosters even 
though their credit positions do not war- 
rant the loan. At the same time it does 
not wish to bear the responsibility for 
such a course and for that reason in- 
serts the saving precautions regarding 
sound credit. 

The Government is not unmindful of 
the fact that one branch, i. e., the Comp- 
troller’s Office, is at present bringing 
pressure upon several thousand bankers, 
who are regretting previous lapses of 


I: is Jesse Jones, the suave Texas 


optimism, to clear up loans whose social 
justification was more conspicuous than 
their banking merit. The Government 
wants the banks to be generous, but will 
not absolve them from the consequences 
of such ill-advised generosity. 

This is thoroughly consistent with the 
attitude of the Government generally. 
The President recently issued an order 
to all contractors that they would be 
expected to comply with the codes or else 
the Government would fill its contracts 
in the open market and charge the extra 
costs, if any, to the original contractor. 
A processor of cotton cloth made in a 
penitentiary, finishing it on contract for 
the Government, complied with the code, 
thus raising his costs about 35 per cent. 
He billed Uncle Sam with the extra 
cost, but was promptly advised by the 
Comptroller General that there was no 
authority in the law permitting the Gov- 
ernment to pay the higher price, and, 
furthermore, there was no money in the 
Treasury with which to pay it. 

The publicity relating to the banking 
impasse has been manipulated to the 
grave discomfiture of the banks. All the 
factors tending to promote the ability of 
the banks to make loans have changed 
in their favor during the last four 
months. Member bank borrowings at 
the Federal Reserve banks have declined. 
Currency has been returned from cir- 
culation to the amount of $1,653,000,- 
000. Discount rates have been reduced 
by one-half per cent. The Federal Re- 
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serve banks have increased their pur- 
chases of Government securities to the 
extent of $728,000,000. Deposits have 
increased $1,100,000,000. Business, in 
the meantime, has advanced 52 per cent., 
while loans have increased but 2.06 per 
cent. At first hand it would seem that 
the banks have been obtaining the full 
benefit of restored public confidence and 
the progress of business, and at the same 
time have refused to enter the arena 
and aid in vanquishing the depression. 

No attempt has been made by NRA 
officials to present all the facts. Gov- 
ernor Black, for example, neglected in 
his Chicago address to point out that the 
Reserve banks in buying Government 
securities and thus increasing the excess 
reserves of member banks were not as- 
suming any risks. The sole effect of 





“The Government is not unmindful of the fact that one branch, 
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tion for the failure of a client to repay. 

Mr. Jones revealed that 117 banks 
had already sold $123,000,000 of pre- 
ferred stock to the R. F. C. He was 
striving with great force to sell the con- 
vention the idea of a general sale of 
preferred stock to the R. F. C. by all 
banks and the use of the proceeds to un- 
derwrite the higher wage costs under the 
NRA. This proposal deserves examina- 
tion, since the dramatic generosity of 
Mr. Jones left the public with the im- 
pression that the Government was will- 
ing to help the banks but that banks 
in turn were not willing to help business. 

Such preferred stock presents a prior 
claim upon earnings of 5 per cent. In 
the event of failure it comes before the 
common stock. Ignoring for the mo- 
ment the fact that the banks already 


i. €., the Comptroller’s Office, is at present bringing pressure upon 
several thousand bankers, who are regretting previous lapses of 
optimism, to clear up loans whose social justification was more 


conspicuous than their banking merit. 


The Government wants 


the banks to be generous, but will not absolve them from the 


this action was to expand the limits of 
potential expansion if and when condi- 
tions developed which would warrant 
a wider use of credit by business. A 
mere expansion of the potential capacity 
to grant credit does not warrant the as- 
sumption of unjustifiable credit risks. 
Yet the net impression left with the 
public is that the banks have almost 
$400,000,000 of excess reserves which 
could serve as the base of possibly $6,- 
000,000,000 of member bank loans 
which these banks refuse to make. 

The same may be said of the lower 
rates now in effect. The mere opportu- 
nity to borrow at 3 instead of 4 per 
cent. from a Federal Reserve bank is no 
reason for making a loan that may re- 
sult in the loss of the entire principle. 
The saving of 1 per cent. in central 
bank credit will prove scanty consola- 





consequences of such ill-advised generosity.” 





have more funds than they can safely 
use, such subscription to preferred stock 
would amount to a loan at 5 per cent. 
Why a bank should do this when it can 
borrow from the Reserve banks at a 
much lower rate is not entirely clear. 
No bank can make money by borrowing 
at 5 per cent. and then relending at 6 or 
even 7 per cent. Under the Banking 
Act the Reserve Board has limited the 
payment of interest on time deposits to 
3 per cent., simply because a bank can- 
not safely pay more without assuming 
risks on its loans which place the funds 
of depositors in jeopardy. Nevertheless, 
the R. F. C. head urges the banks to 
borrow at 5 per cent. 

Assume now that the bank takes such 
funds and, in an excess of zeal for the 
exalted objectives of the Five Week 
Plan, makes loans to borrowers whose 
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conformity to the NRA is admirable 
but whose credit standing is less so. In 
the event of loss, where does the blow 
fall? It is charged first against the earn- 
ings of the bank. The 5 per cent. as- 
sured in the covenant to the R. F. C. 
is the last to go. If the earnings are 
inadequate, charges are made against 
the capital funds of the bank. The first 
blow again is absorbed by the funds sup- 
plied by the stockholders of the bank 
and not by the great corporation which 
Mr. Jones heads. There is, in other 
words, a maliciously spurious quality 
about the R. F. C. offer of assistance. 
How will the depositors view the use 
of their funds by merchants and manu- 
facturers who flaunt the Blue Eagle and 
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their security affiliates. It eliminates the 
payment of interest on demand accounts. 
It limits payment on time accounts. The 
minimum capital of national banks is 


_taised and the use of credit for specula- 


tive purposes is severely limited, all in 
the interest of the depositor whose funds 
the Government is ostensibly seeking to 
protect. The most emphatic expression 
of this determination is contained in the 
deposit insurance provisions. Were the 
banks to comply with the spirit of this 
act they would become in effect postal 
savings banks operated under private 
management. All their assets would be 
Government securities. 

In fact, the peril of concerted with- 
drawals by depositors was forcing many 


“Many borrowers have struggled to maintain solvency during 
the three and a half years of the depression. Now the Government 
is testing the ingenious theory that the proper way to promote 
business prosperity is to increase the cost of doing business.” 


who without this talismanic bird couid 
not pass the gates of any credit institu- 
tion? Only recently the Committee for 
the Nation, with a cry immediately 
taken up by Elmer Thomas, alleged that 
$7,500,000,000 deposits were tied up in 
closed banks or banks operating under 
restrictions. The facts were cited by 
Senator Thomas as one of the many 
hideous blemishes on the countenance of 
American banking. It is not necessary 
to tell bankers that these deposits are 
frozen because the borrowers could not 
repay their loans. It follows unavoid- 
ably that the banks are to blame because 
their commitments were not sufficiently 
cautious. Yet it seems that this cau- 
tion, when finally adopted, is displeasing 
to the very Government which had pre- 
' viously criticized the lack of it. 

It is difficult to reconcile the require- 
ment of greater deposit safety with the 
demand to relax credit. The Banking 
Act of 1933 divorces the banks from 


banks in that direction before the new 
deal started. 

The more cautious a bank is, the iess 
its earnings. It must remain a preroga- 
tive of independent banking to draw 
the line between caution and risk. The 
immediate effect of the NRA program 
is to make borrowers poorer credit risks. 
It raises their costs without providing 
any assurance of greater income. Many 
borrowers have struggled to maintain 
solvency during the three and a half 
years of the depression. Now the Gov- 
ernment is testing the ingenious theory 
that the proper way to promote business 
prosperity is to increase the cost of doing 
business. Since this is out of the ques- 
tion for many enterprises without court- 
ing failure, NRA officials demand that 
the banks finance the experiment with 
the funds of depositors and underwrite 
the risks with their own capital. 

“Be smart—,” says the gentleman 
from Texas. 





Bankers Adopt Code 


Complete Text of the Code of Fair Competition as Adopted at 
the A. B. A. Convention 


HILE an outline of the bank- 

ers’ code was presented in the 

August issue of THE BANKERS 
MacaZINE, it is considered appropriate 
to give the complete text of the code as 
adopted by the recent convention of 
the American Bankers Association at 
Chicago. 


To effectuate the policy of title I of the 
National Industrial Recovery Act during the 
period of emergency, the following provi- 
sions are established as a code of fair com- 
petition for the banks of the United States 


ARTICLE I 
Definitions 


The term “bank” as used herein shall in- 
clude all national banks, state banks, savings 
banks (both mutual and stock), trust com- 
panies and private banking houses accepting 
deposits. 

The terms “employe” or “banking em- 
ploye” as used herein shall mean any person 
employed by a bank in any capacity in con- 
nection with its banking functions and opera’ 
tions. 

ARTICLE Il 
Effective Date 


The effective date of this code shall be 
October 1, 1933, or, if not approved by the 
President of the United States by that date, 
then the second Monday after its approval 
by the President. 


ARTICLE Ill 
Labor Provisions 


Employers shall comply with the following 
provisions of section 7 (a) of title I, of the 
National Industrial Recovery Act: 

(1) Employes shall have the right to or- 
ganize and bargain collectively through rep: 
resentatives of their own choosing, and shall 
be free from the interference, restraint, or 
coercion of employers of labor, or their 
agents, in the designation of such represen- 
tatives or in self-organization or in other con- 
certed activities for the purpose of collective 
bargaining or other mutual aid or protection. 

(2) No employe and no one seeking em- 
ployment shall be required as a condition of 
employment to join any company union or to 
refrain from joining, organizing, or assisting 
a labor organization of his own choosing. 

(3) Employers shall comply with the maxi- 


348 


mum hours of labor, minimum rates of pay, 
and other conditions of employment, ap- 
proved or prescribed by the President. 


ARTICLE IV 
Child Labor 


On and after the effective date of this 
code, no person under sixteen (16) years of 
age shall be employed by any bank, except 
that persons fourteen (14) and fifteen (15) 
years of age may be employed for a period 
not to exceed three (3) hours a day, said 
hours to be between 7 a. m. and 7 p. m., in 
such work as will not interfere with hours of 
day school; it is provided, however, that 
where a state law prescribes a higher mini- 
mum age, no person below the age specified 
by such state law shall be employed within 
such state. 

ARTICLE V 


Hours of Employment 


(1) On and after the effective date of 
this code no banking employe shall work 
more than forty (40) hours a week aver- 
aged over a period of thirteen (13) con- 
secutive weeks. 

(2) The maximum hours of employment 
prescribed in the foregoing paragraph shall 
be subject to the following exceptions: 

(a) In districts or sections of the country 
where the seasonal nature of commerce, ag’ 
riculture or industry, making necessary the 
moving of some product within a limited 
period, imposes upon banking facilities an 
unusual demand, employes of banks subject 
to such peak demand may work forty-eight 
(48) hours a week for a period not to ex- 
ceed sixteen (16) consecutive weeks in any 
calendar year. Any such increase in hours 
of employment shall be reported monthly to 
the banking code committee provided for in 
article VII hereinafter. 

(b) All banking employes required to 
perform extra work or observe later hours in 
connection with periodic examinations by 
Federal or state banking authorities, over 
which the bank has no control either as to 
the time of occurrence or as to the duration, 
shall be exempt during such periods from the 
limitations upon hours of employment pre- 
scribed in the foregoing paragraphs. 

(c) Employes in banking institutions em- 
ploying not more than two (2) persons in 
addition to executive officers, in towns of less 
than 2500 population, not part of a larger 
trade area, and employes in a managerial or 
executive capacity or in any other capacity 
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of distinction or sole responsibility (regard- 
less of the location of the bank) who receive 
more than thirty-five ($35) dollars a week, 
shall be exempt from the limitation upon 
hours of employment prescribed in the fore- 
going paragraphs. 

(d) These provisions for working hours 
shait not apply to night watchmen employed 
to safeguard the assets of the bank, since 
such guards cannot with safety be shifted or 
changed during the night period. 

Population for the purposes of this article 
shall be determined by reference to the 1930 
Federal census. 


ARTICLE VI 
Wages 


(1) On and after the effective date of this 
code no employe in cities of over 500,000 
population, or in immediate trade area of 
such cities, shall be paid less than at the 
rate of $15 a week; no employe in cities 
between 250,000 and 500,000 population, or 
in the immediate trade area of such cities, 
shall be paid less than at the rate of $14.50 
a week; no employe in cities between 2500 
and 250,000 population, or in the immediate 
trade area of such cities, shall be paid less 
than at the rate of $14 a week. In towns 
ot less than 2500 population the wages of all 
classes of employes shall be increased by not 
less than twenty (20) per cent., provided 
that this shall not require wages in excess 
of the rate of $12.a week. 

(2) It is provided, however, that employes 
without previous banking experience or 
training employed as apprentices, may be 
paid during a continuous period of not more 
than one (1) year at the rate of 80 per cent. 
of the minimum wages prescribed in the 
foregoing paragraphs. 

Population for the purposes of this article 
shall be determined by reference to the 1930 
Federal census. 


ARTICLE VII 
Administration 


(1) To effectuate further the policies of 


the National Industrial Recovery Act, a 
banking code committee is hereby set up to 
act as a planning and fair practice agency 
and to co-operate with the Administrator in 
the administration and enforcement of this 
code. This committee shall consist of rep- 
resentatives of the American Bankers’ As- 
sociation who shall be truly representative 
or representatives without vote, appointed by 
the President of the United States. 

(2) The banking code committee may from 
time to time present to the Administrator 
recommendations, based upon conditions in 
the banking business, which will tend to effec- 
tuate the operation of the provisions of this 
code and the policy of the National Indus- 
trial Recovery Act. Such recommendations 
shall, upon approval by the Administrator, 
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after such public notice and hearing as he 
may prescribe, become operative as part of 
this code. 

(3) The banking code committee may, sub- 
ject to the approval of the Administrator, 
require from all banks such reports as are 
necessary to effectuate the purposes of this 
code, and shall upon its own initiative or 
upon complaint of amy person affected, make 
investigation as to the functioning and ob- 
servance of any provision of the code and 
report the results of such investigation to 
the Administrator. 

(4) The banking code committee shall, 
subject to the approval of the Administra- 
tor, supervise the setting up of regional com- 
mittees according to the following plan: 


(a) Where banks are now organized 
through state banking associations, city 
clearing-house associations, county 
groups or otherwise, such organizations 

- shall, with the approval of the banking 
code committee, appoint a committee 
for the purpose of assisting the Admin- 
istrator and the banking code committee 
in the administration and enforcement 
of this code within such local region. 

(b) Banks in regions or districts not 
now organized shall, within thirty (30) 
days after the effective date of this 
code, send duly qualified representatives 
to a joint meeting called for the purpose 
of organizing under the supervision of 
the banking code committee a regional 
clearing-house association or such other 
committee along the lines of procedure 
set forth in the manual of organization 
and management of regional clearing- 
house associations compiled by the Am- 
erican Bankers Association. 

(c) Where such action hereinbefore 
stipulated shall not have been taken 
within thirty (30) days after the effec- 
tive date of this code, the banking code 
committee may set up through the state 
banking association, or associations, a 
regional committee or committees. 


(5) The committee provided for in the 
preceding paragraphs shall assist the Admin- 
istrator and the banking code committee in 
the administration and enforcement of this 
code within local areas and shall, subject to 
the approval of the Administrator and of the 
banking code committee, adopt local rules 
and regulations governing competitive prac- 
tices within local areas. 

(6) The Administrator may from time to 
time, after consultation with the banking 
code committee, issue such administrative in- 
terpretations of the various provisions of this 
code as are necessary to effectuate its pur- 
poses within the provisions of the National 
Industrial Recovery Act of 1933 and such 
interpretations shall become operative as a 
part of this code. 





ARTICLE VIII 
Fair Trade Practices 


To effectuate the purposes of the National 
Industrial Recovery Act, all bankers shall 
comply with the following rules governing 
fair competition in banking practices: 

(1) Hours of Banking. Within cities, 
trade areas, counties; or such other areas as 
covered by the regional clearing-house or 
other organized group, all banking institu- 
tions of the same kind and (or) character 
shall establish and observe maximum uniform 
hours of banking operations, but any bank 
in such a group may observe shorter hours 
than the maximum established. (Banks. hav- 
ing both commercial and savings accounts 
are to be construed as of the same char- 
acter.) By hours of banking operations is 
meant the time within which the doors’ of 
the banking institution are open for the 
purpose of serving the public. It is not in- 
tended or required that all banks within a 
given area shall maintain uniform banking 
hours, but it is the express intention of this 
provision that all banking institutions of like 
kind and character shall maintain uniform 
hours each with the other. It is expressly 
agreed that the uniform hours so adopted 
shall not be less than those in effect in the 
majority of the banks within any given dis- 
trict prior to August 1, 1933, and if the 
hours of any bank are so reduced to con- 
form with the majority, or if any bank ob- 
serves shorter hours than the majority, then 
it is expressly agreed that no such bank shall 
by reason of this fact reduce the number of 
its employes below the number employed at 
the time such reduction in hours is made. 

(2) Interest. Subject to the rules and 
regulations of the Federal Reserve Board with 
respect to maximum rates of interest to be 
paid on time and savings deposits and the 
method of calculation thereof, as prescribed 
in the banking act of 1933, all banks within 
groups, or districts hereinbefore referred to, 
except mutual savings banks, shall maintain 
the same maximum rates of interest, and the 
same method of calculation thereof upon de- 
posits of like character, but this shall not be 
construed to require any bank to pay such 
minimum rates if it does not so desire. The 
banking act of 1933 (Section 11-B) provides 
that no bank which is a member of the Fed- 
eral Reserve System may pay interest on 
demand deposits, and it is expressly agreed 
that the rules and regulations provided by 
clearing-house associations or other groups 
shall contain a stipulation that no interest is 
to be paid by any bank within such group 
(whether member or non-member of the Fed- 
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eral Reserve System) on demand deposits, 
provided that nothing in these rules and 
regulations shall be in contravention of the 
permissive provisions of Section 11-B of the 
banking act of 1933. 

(3) Service Charges. Each clearing-house, 
county association, county group or state 
bank association shall adopt rules fixing uni- 
form service charges to be charged by banks 
within such district or group in accordance 
with the practice now in effect whereby 
services rendered by banks shall be compen- 
sated for either by adequate balances carried 
or by a scale of charges. The Federal Re- 
serve Act prohibits member banks from 
making any exchange charge for remitting to 
the Federal Reserve Bank of their district for 
cash items, and since the Federal Reserve 
System provides a par clearance plan, ex- 
change charges as such shall be left to the 
determination of each individual bank. 

(4) Trust service. Trust departments shall 
be operated in institutions with the provisions 
of the statement of principles of trust insti- 
tutions, adopted by the executive council of 
the American Bankers Association on April 
6, 1933, as amended. It is expressly pro- 
vided that no provision of this article shall 
be interpreted or applied so as to conflict in 
any way with any Federal or state banking 
law or any rule or regulations issued by the 
Federal Reserve Board, the Comptroller of 
the Currency or by any state banking aw 
thority. 

ARTICLE IX 


General Provisions 


(1) Membership in the American Bankers 
Association shall be open. to all banks in- 
cluded within the provisions of this code and 
said association shall impose no inequitable 
restrictions upon admission to membership 
therein. 

(2); This code and all the provisions 
thereof are expressly made subject to the 
right of the President, in accordance with 
the provisions of Section 10 (B) of Title I 
of the National Industrial Recovery Act, 
from time to time, to cancel or modify any 
order, approval, license, rule or regulation, 
issued under Title I of said act. and specifi- 
cally to the right of the President to cancel or 
modify his approval of this code or any con 
ditions imposed by him upon his approval 
thereof. 

(3) Such other provisions of this code as 
are not required to be included therein by 
the National Industrial Recovery Act may, 
with the approval of the President, be modi- 
fied or eliminated as changes in circumstances 
or experience may indicate. 





The Bankers and the NRA 


The Credit Problems of Bankers Will Be Simplified by the Reg- 
ulatory Measures of the New Codes 


By Rosert F. SALE 
Webster, Atz & Company, Inc., New York 


the commercial banker has two im- 

portant functions and _responsibili- 
ties. His direct economic function is to 
supply short term funds to solvent and 
soundly managed enterprises to enable 
them to finance peak periods of produc- 
tion, repayment being made when these 
enterprises receive payment for their 
shipments of merchandise. The other 
and corollary. function is to serve as a 
careful custodian of the funds of his 


[° his many relations with industry 


there has been a reluctance among those 
within an industry to co-operate in 
securing the available facts which would 
have demonstrated the need for planned 
production, in the industry as a whole 
and in the individual plant, so that vast 
unwieldy inventories might not accumu- 
late. Each member of the industry has 
pursued a lone course, stretching every 
nerve to exhaustion to sell the top-heavy 
production necessary to meet the dimin- 
ishing prices he could secure, prices that 


“The very adoption of the principle of uniform cost accounting 


within an industry will lead to a better understanding of each 
producer’s costs and thereby warn him in time should he fail to 
secure a sufficiently high price to repay him for his expenditures. 
Knowledge that his competitor must include the same elements 
of cost in the same manner will bolster his courage, and the further 
knowledge that the cost of trade abuses would have no place 
among those elements would tend to restrain recourse to them. 
To the banker, the confidence which he could repose in the operat- 
ing figures of the prospective borrower would be of incalculable 


advantage.” 


stockholders and depositors. His re- 
sponsibilities are to encourage the ex- 
change of commodities and the employ- 
ment of labor in production and to 
avoid losses from the loans extended for 
those purposes. 

In far too many cases the vigilance of 
the banker and his willingness to extend 
credit to industry have been strained to 
the breaking point because of the un- 
willingness of industry to restrain itself 
to production within the limits of ef- 
fective consumption. Through mutual 
suspicion or the pressure for dividends 


were low because of the increased pro- 
duction in his and his neighbor's plant. 
The margin between cost and selling 
price narrowed dangerously, and the 
banker grew justly nervous about the 
loans he had advanced. Driven by his 
responsibility to his depositors and his 
stockholders he tried to lessen the risk 
by insisting that the amount borrowed 
be reduced, often imposing hardships 
upon the borrower, who, because of cut- 
throat competition, could not dispose of 
his goods except at a great loss. In too 
many instances losses were incurred by 
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the banker before he could complete the 
liquidation. .As a result his loanable 
funds were diminished and his capacity 
to extend further loans to other and 
better risks was lessened. 


THE PRICE-CUTTING WAR 


Meanwhile, in the absence of intelli- 
gent planning based upon facts, the 
management of the individual plants in 
an industry, driven blindly to super- 
human selling effort to dispose of the 
tremendous volume they were produc- 
ing, grew fearful of shadows, became 
distrustful of their competitors, believed 
the most fantastic tales regarding prices 
quoted and proceeded to slash their own 
prices, trusting to their ability to cut 
costs by still further increasing the 
volume of production. In the hurly- 
burly resort was had to insidious indi- 
rect methods of undercutting. Rebates, 
allowances, special services, quantity 
prices that were below the cost of pro- 
duction, advertising allowances that 
could never be justified by results, the 
bribing of buyers, the cost of which 
must be absorbed somehow, substitution 
of inferior materials resulting in decreas- 
ing the price of the product made from 
the genuine material, false and mislead- 
ing advertising, with the same result, 
mislabeling and misbranding, selling on 
consignment, with subsequent sales of 
an increasing residue at a loss, excessive 
proportion of close-outs, evasion of the 
terms of sale, datings, etc., all of them 
destructive forces, became prevalent, 
each man jostling his neighbor in the 
suicidal race to annihilation. The 
ground beneath the banker became un- 
sound. With each successive stroke of 
the frenzied combatants the certainty of 
losses became more imminent and full 
payment of the banker’s loans more im- 
probable. 

In the NRA is the implicit idea of a 
planned economy for the country, for 
the industry and for the individual 
producer, as well as the further idea of 
a form of self-government, a Magna 
Charta, which will permit the elimina- 
tion of all these trade abuses which led 
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to unnecessary instances of sales that 
were either essentially reductions to a 
point approaching, at or below cost of 
production or which through deception 
induced such sales. The important pro- 
vision of any code of fair trade prac- 
tice adopted must be the agreement on 
the part of industry not to sell at or 
below cost, and, since most trade abuses 
are, in essence, indirect methods of con- 
summating sales below that point due 
to fear that the other fellow’s costs are 
magically lower than one’s own, the 
additional provision should be made that 
such cost must be computed in accord- 
ance with uniform methods and must 
include uniform elements, thereby elimi- 
nating the uncertainty due to the lack 
of a “common language” among the 
members of the industry. From the 
banker’s point of view, this is highly 
desirable, inasmuch as the repayment of 
his loans will be made more certain and 
thus enable him to exercise his economic 
functions with confidence, to the advan- 
tage of his stockholders and depositors 
and of industry. 

The very adoption of the principle of 
uniform cost accounting within an in 
dustry will lead to a better understand- 
ing of each producer’s costs and thereby 
warn him in time should be fail to 
secure a sufficiently high price to repay 
him for his expenditures. Knowledge 
that his competitor must include the 
same elements of cost in the same man- 
ner will bolster his courage, and the 
further knowledge that the cost of trade 
abuses would have no place among those 
elements would tend to restrain recourse 
to them. To the banker, the confidence 
which he could repose in the operating 
figures of the prospective borrower 
would be of incalculable advantage. 

Hardly less important than the uni- 
formity of cost data and principles is 
the necessity for the industry, for the 
individual producer and, above all, for 
the banker to know in advance what the 
volume of production, the rate of pro- 
ductive activity, the cost and the antici- 
pated income should be for any given 
period. The efficiency of manufacture 
or operation can be measured adequately 
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only if standards are established so that 
what should be accomplished may be 
compared with what is accomplished 
and any variations investigated and 
promptly remedied. In these days of a 
surplus economy when the greatest of 
business commandments is “Thou shalt 
know thyself,” it is the wise manager 
who adopts the principle of standard or 
predetermined costs based upon a rea- 
sonably estimated normal expectation of 
productive activity. And it is a still 
wiser banker who encourages the adop- 
tion of such a system of standards so 
that he may determine from a compari- 
son of the actual results with the stand- 
ard whether the borrower will continue 
to be a good risk. Indeed, the mere 
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basic structure of the uniform cost sys- 
tem based upon standards that are pre- 
determined, facts can be assembled, com- 
pared with other facts from outside 
sources, checked by the current trend 
of economic currents and the experience 
of the members and certainly that of 
their bankers. The probable rate of 
activity of the industry can be ascer- 
tained. Information can be derived as 
to the portion of that ratio of activity 
which each member can reasonably ex- 
pect, and he can, with a sense of secu- 
rity, base his plans upon that expecta- 
tion, while his banker can loan him 
current funds for the carrying of his 
peak load with a mind free from dis- 
trust or doubt. 


“In these days of a surplus economy when the greatest of busi- 
ness commandments is “Thou shalt know thyself’ it is the wise 
manager who adopts the principle of predetermined costs based 
upon a reasonably estimated expectation of productive activity. 


And it is a still wiser banker who encourages the adoption of such 
a system of standards so that he may determine from a comparison 
of the actual results with the standard whether the borrower will 
continue to be a good risk.” 


preparation of a budget, the accumula- 
tion of data therefor, the facts gleaned 
from the studies upon which standards 
are developed will supply the manage- 
ment of the member plant with invalu- 
able information to serve as’ a guide to 
his administration, and the alert banker 
with a dependable index of probable 
essential soundness of the credit risk. 
The management will know in advance 
what the cost of production should be, 
what funds will be needed, when they 
will be needed; it will be enabled to plan 
intelligently, to manage wisely and to 
demonstrate these facts to its banker. 
A trade association operating under a 
code of fair trade practice can make 
itself a force for leadership and co-op- 
eration to the advantage of the indi- 
vidual producer, the industry, the com- 
munity, and that of the banker and his 
stockholders and depositors. From the 


During the period of production, 
standardized reports can be prepared so 
that a constant check upon the accuracy 
of the forecast may be had and the 
members, and through them their bank- 
ers, advised promptly of any adjust- 
ment that may be possible in the basic 
rate of activity. Standardized compara- 
tive reports of costs in a confidential 
form can be reduced to a normal for the 
industry, so that each member may know 
how his standards compare with a nor- 
mal standard and the banker may form 
an opinion as to the probability of sales 
and the probable margin of profit 
thereon. Through the medium of ad- 
ditional standardized reports of produc- 
tion and inventories, the producer may 
assure himself that no vast inventory, 
real or potential, overhangs the market 
to disrupt his sales policies, and he may 
demonstrate that fact to his banker, with 
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resulting faith in his capacity as a bor- 
rower on the part of the latter. The 
banker, for his part, should encourage 
the submission of these comparative 
facts to him by his borrower, so that he 
may have a complete comprehension of 
the possibilities, not only of repayment 
of his loans, but of increasing the loan 
if such a condition should be indicated. 


NRA A POTENT WEAPON FOR 
MANAGEMENT 


The management of industry has been 
armed with a potent weapon in NRA. 
The manner in which it uses that 
weapon will determine the success or 
failure of the self-government for which 
industry has been crying in the wilder- 
ness of anarchic competition and which 
has now been granted to it. No code 






THE NAZIS REFORM THE BANKING 
SYSTEM 


WHETHER German banks will remain in 
private hands or will be taken over as a 
function of the state is the subject now being 
discussed by the committee of fifteen ap- 
pointed to work on a program for the reform 
of the German banking system. At the ple- 
nary session presided over by Dr. Hjabnar 
Schacht, president of the Reichsbank, Gott- 
fried Feder, economic program-maker of the 
National Socialist party and State Secretary 
of the Ministry of Economics, bluntly stated 
that this was the central problem to be de- 
termined and indicated that he regards bank- 
ing as part of “the circulation machinery” 
now ripe for state ownership. 

As a matter of fact, the government already 
controls about 50 per cent. of the banking 
business of the country, as a result of the 
bank crisis of 1931. Among the larger 
banks, it owns or controls the Dresdner Bank, 
the Commerz-und Privat-Bank and the Reichs- 
Kredit-Gesellschaft in Berlin and one in Leip- 
zig; and even the Deutsche Bank und Dis- 
conto-Gesellschaft and the Berliner Handels- 
Gesellschaft. which are still more or less 
independent, must depend for new capital on 
the savings banks, largely owned by the 
municipalities. 

At the opening session all the speakers 
blamed the banking difficulties of the past on 
“the liberalistic and parliamentary era” with 
its “Jewish profiteering spirit,” and applauded 
the new regime’s intention of putting “the 
common good before private profit.” 
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will operate itself nor will the maximum 
results be obtained from either code or 
uniform cost methods unless the man- 
agement is willing and ready to assume 
ness of anarchic competition and which 
heartedly in their administration. The 
banker is vitally interested in seeing 
that the code is adopted; that the abuses 
that have resulted in actual losses shall 
be terminated; that a sound basis shall 
be prepared for the loans which he 
should and will make in the operation 
of his functions; and that he should 
know in advance and during the term 
of production upon what basis he has 
made the loan. Real intelligent co- 


operation between the banker and bor- 
rower along the lines herein mentioned 
will do more to instill confidence and 
prevent losses than any other means 
heretofore available. 





R. F. C. MAKES NEW LOANS 


Tue Reconstruction Finance Corporation has 
authorized a loan of $23,000,000 on the as- 
sets of the First Central Trust Company of 
Akron, O., if certain conditions are complied 
with. The plan of reorganization, by which 
an immediate distribution will be made to de- 
positors of the old bank and a new bank 
will be organized, has the approval of I. J. 
Fulton, Ohio State Superintendent of Banks, 
and was said at the time the loan was granted 
to be acceptable to 85 per cent. of the credi- 
tors and depositors. 

The R. F. C. has also authorized the pur- 
chase of $100,000 preferred stock in the 
Columbus Trust Company of Providence, 
R. I., successor to the Columbus Exchange 
Trust Company; $100,000 preferred stock in 
the new First National Bank of Temple, Tex.; 
and $25,000 preferred stock in the new 
Rochester National Bank of Rochester, Mich. 


MISSOURI BANKS MUST REORGANIZE 
OR CLOSE 


THE 156 state banks in Missouri which have 
been operating under restrictions since the 
banking holiday must close on October 15 
unless they have reorganized on a sound basis 
before that time. The announcement was 
made by O. H. Moberly, Missouri Finance 
Commissioner, who also requested that banks 
report whether or not they would have assets 
of a character to meet the requirements of 
the Federal Deposit Insurance Corporation 
on January 1. 


Co-operative Bank Advertising 


A Discussion of the Advantages and Disadvantages of This Type 
of Advertising as a Means of Improving Public Relations 


By L. DoucLas MEreEpITH, Pu. D. 


Assistant Professor of Economics, University of Vermont 


The events of the past six months have served to emphasize the increasing importance 


of public understanding and good-will towards the banks. 


There is no use ignoring 


the fact that banks and bankers have reached a low ebb of popularity with the public. 
To regain the respect and confidence of the ‘‘man in the street’ is of supreme impor- 
tance to the future of banking. Co-operative advertising seems to offer one very effec- 


tive means of educating the public. 


Professor Meredith has made a study of the sub- 


ject and here presents the first of two articles on this type of advertising —EpITor. 


ECENT years have witnessed the 
development of co-operative ad- 


vertising by groups of financial 
institutions throughout the country, a 
national co-operative campaign con- 
ducted by the Trust Division of the 
American Bankers Association and sev- 
eral attempts to inaugurate other na- 
tional campaigns. The many efforts, 
attempts and results of co-operative ad- 
vertising up to last year have been sufh- 
ciently important to attract considerable 
attention, but the numerous co-opera- 
tive efforts during the banking crisis of 
the past winter have attracted increas- 
ing attention to this subject. The man- 
ner in which these campaigns have been 
attempted and the enthusiasm evidenced 
for them in many cities and states where 
they have been used warrant a review of 
these activities, analysis of the methods 
employed and consideration of their po- 
tentialities. 

ORIGIN 


Almost fifteen years ago co-operative 
advertising constituted an innovation in 
so far as financial institutions were con- 
cerned, but in employing it since then, 
-these organizations have been adapting 
to their own needs a device which had 
previously been used extensively in other 
lines of business. The practice of adver- 
tising co-operatively appears to have de- 
veloped from “community advertising,” 
which was carried on when railroad 
lines were extended into new areas in 


order to enhance the prestige of those 
regions and to encourage settlement 
therein. The proprietors of summer- 
resort hotels appear to have been among 
the first business executives to realize 
the developmental work accomplished 
by this advertising of the railroads, and 
about 1900, groups of hotels began to 
advertise co-operatively on an extensive 
scale. A similar campaign was con- 
ducted eleven years later to advertise 
“New York City, the Wonderful Sum- 
mer Resort by the Sea,” to which cam- 
paign it is said that “contributions were 
made by milk and coal dealers and the 
subway as well as hotels and railroads.” 
The idea of advertising industries and 
cities or communities developed to such 
an extent from these attempts that in 
1927, according to Presbrey in his his- 
tory of advertising, sixteen state cam- 
paigns were being conducted. Though 
communities and cities have made rather 
large expenditures on advertising efforts, 
their expenditures appear rather meager 
when compared with those made by cer- 
tain industries. Laundry owners, for 
example, spent $7,000,000 in a four- 
year campaign of co-operative advertis- 
ing; the Photographers’ Association of 
America spent $2,000,000 in an adver- 
tising campaign also of four years’ dura- 
tion; and similar expenditures have been 
made in other industries by operators 
who have adopted similar practices. 
Consequently, in view of the success at- 
tained by co-operative advertising in 
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THE OBJECTIONS 








1. Advertisers may expect too much, 
since results from educational 
advertising generally accrue only 
over a period of time. 





















. Differences often arise among the 
members of a group regarding 
such questions as type of adver- 
tising, size of expenditures and 

frequency of appearance. 










. Separate advertising programs by 
a minority group may create a 
conflict. 














4. Co-operation in advertising tends 
to put all members on the same 
level and seems to imply ap- 
proval of all participants. 


















5. If some member feels that he must 
increase his independent adver- 
tising to prevent loss of business 
to some other institution, the 
advertising situation may become 
even more competitive than 
before. 























other businesses, it is not surprising that 
bankers several years ago began to seek 
for their institutions advantages which 
might accrue from this type of merchan- 
dising endeavor. 

The earliest evidence which has been 
found of a favorable attitude toward 
co-operative advertising on the part of 
financial institutions appeared about 
1912. In that year, a speaker at the 
convention of the American Bankers 
Association, while speaking on “The 
Bank and the Newspaper,” devoted a 
short portion of his address to Co-op- 
erative Educational Advertising. The 
following year, at the convention of the 
same organization, a speaker opposed 
co-operative trust company advertising 
with the following words: 

“When it comes to making any or- 
ganized attempt toward co-operative 
publicity I believe that in the first place 
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there is not a common ground upon 
which we can all meet; third, 
that it is not advisable to attempt to 
assess the members or to receive general 
contributions for a general campaign, 
because the benefits would not be pro- 
portionately commensurate to all.” 
The conflict of opinion which appar- 
ently existed about the time this state- 
ment was made demonstrates clearly the 
fact that co-operative advertising by 
financial institutions is a relatively re- 
cent development. 


THE NEW ORLEANS PLAN 


Available records indicate that the 
banks of New Orleans inaugurated one 
of the earliest attempts, if not the first, 
on the part of financial institutions to 
advertise co-operatively. The idea de- 
veloped with a two fold purpose among 
New Orleans bankers, not solely as an 
aggressive attempt to carry a message to 
their customers and prospects, but also 
as a defensive measure designed to elimi- 
nate expenditures on fruitless types of 
advertising. The bankers of New 
Orleans in 1919 formed the “New Or- 
leans Associated Banks’ Advertising 
Committee,” consisting of one executive 
from each bank. The constituent banks 
were at that time spending between 
$30,000 and $50,000 annually for 
worthless schemes of advertising. A 
luncheon meeting of the advertising 
committee was held once each week, at 
which time experiences since the pre- 
ceding meeting were discussed. This 
discussion included consideration of gen- 
eral advertising policy, the new adver- 
tising plans submitted to the several rep- 
resentatives during the week by various 
advertising salesmen, and applications 
for the so-called “ ‘complimentary’ or 
‘graft’ advertising,” such as society pro- 
grams and similar publications. The 
committee required that formal applica- 
tions for “advertising” of the latter 
type should he submitted to the par- 
ticular bank which was being solicited, 
and that institution, in turn, presented 
the application to the advertising com: 
mittee for consideration. Unanimous 
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action was usually taken by the banks 
on such applications, but such action 
did not prohibit a bank from using these 
media if it so desired. Each bank was 
also permitted to advertise individually 
as it saw fit. This policy of considering 
all applications in committee has resulted 
in a greatly decreased number of ap- 
plications for this type of so-called “‘ad- 
vertising,” according to those in charge 
of the program. The efforts of the New 
Orleans banks appear to have been’ so 
successful that an officer of one of the 
participating institutions, in reviewing 
the operation of the plan, said in 1927 
that it was “achieving the five fold pur- 
pose of: (a) building mutual good-will 
among the banks; (b) spreading in the 
community the gospel of sound thrift 
and intelligent fiduciary banking; (c) 
eliminating programs and practically all 
other undesirable ‘complimentary’ ad- 
vertising; (d) saving advertising ex- 
pense; (e) producing substantial new 
business for the participating institu- 
tions.” 

The cost of the advertising being 
done by New Orleans banks approxi- 
mated $1000 per month as early as 
1927. The advertising appeared in the 
daily newspapers of that city, with one 
advertisement every business day of 
the year. The advertisements were 
about three columns wide and ten inches 
deep, including approximately 450 lines. 
The copy for these advertisements was 
prepared in turn by the advertising de- 
partments of the various banks, each 
department preparing copy for two 
months at a time. Some use was also 
made of the advertisements prepared by 
the publicity committee of the Trust 
Company Division of the American 
Bankers Association for their national 
publicity campaign. It is also of inter- 
est to note that from the time this cam- 
paign began, in 1919, the fiduciary busi- 
ness handled by those banks had trebled 
down to 1927. 

THE TRUST 


DIVISION CAMPAIGN 


The efforts undertaken by the banks 
of New Orleans very early attracted the 


THE ADVANTAGES 


. The bankers of a community are 
brought into closer co-operation. 


. Public confidence is increased by 
the partial elimination of the 
competitive element. 


. The message gains strength 
through being indorsed by many 
institutions instead of one. 


. Expenses are cut down. 


. Small banks which could not afford 


to advertise independently are 
aided. 


. The advertising as a whole is of 
a higher type. 


. A city or community may be aided 
in gaining prestige. 


. Banks may present to the public 
points of view which affect them 
all similarly. 


. Group advertising is more adapt- 
able to changing conditions. 


attention of bankers throughout the 
country, with the result that this type 
of advertising was soon resorted to in 
a large number of cities and counties 
and by some state associations and also 
was given lengthy consideration by the 
Investment Bankers Association. Shortly 
after the inauguration of the New 
Orleans campaign the Trust Division 
of the American Bankers Association 
undertook a program which constitutes 
in all likelihood the outstanding attempt 
of this kind among financial institutions 
to advertise from coast to coast. The 
campaign began in 1920 and was 
financed by a subscription from each 
member “of 1-100 of 1 per cent. of 
combined capital, surplus and undivided 
profits.” Advertisements appeared in 
the January, 1921, issues of Cosmopoli- 
tan, System, Outlook and members of 
the Quality Group. Each advertise- 
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ment invited the reader to obtain a 
copy of a booklet of twenty-four pages, 
“Safeguarding Your Family's Future,” 
from the local trust company or from 
the New York office of the Trust Divi- 
sion. This division distributed 98,000 
booklets to subscribers to the campaign 
during the first year, and also, “63,000 
leaflets and pamphlets of various sorts.” 
For 1922 the distribution amounted to 
52,000 booklets and 47,000 leaflets. The 
contributions amounted to approxi- 
mately $67,000 during the first year, 
practically all of which was expended, 
and a contribution of $47,000 for the 
second year. These amounts seem rela- 
tively small when compared with the 
expenditures of other co-operative ad- 
vertising campaigns, but they were sub- 
stantial amounts for the first campaign 
of this kind in which financial institu- 
tions participated. 


OTHER CAMPAIGNS 


Since the campaigns conducted by the 


New Orleans banks and the Trust Divi- 
sion of the American Bankers Associa- 
tion, a few outstanding instances of 
co-operative advertising include: pub- 
lication of ten messages on banks by 
members of the Allentown, Pa., Clear- 
ing-House; publication of a similar 
series of messages by the Clearing-House 
Association of Scranton, Pa.; campaigns 
conducted by a group of banks of Bing- 
hampton, N. Y.; the banks of Kansas 
City organized under the name of the 
“Associated Banks for Savings”; ten 
Boston banks; participation by 700 
Illinois banks in a three-year campaign; 
and co-operative advertising by nine 
banks and investment dealers in Mil- 
waukee as early as 1922 to fight fake 
promoters. Twelve banks of Memphis, 
Tenn.; New Hampshire savings banks; 
Los Angeles banks; a group of trust 
companies and banks in Washington, 
D. C.; the savings banks of Albany; a 
group of banks in Worcester, Mass.; a 
group of New York savings banks; and 
the savings banks of Massachusetts have 
all used this type of advertising. 


STATE ASSOCIATIONS 


A very significant development 1n co- 
operative financial advertising has been 
that carried on by a number of state 
banking associations. In many states, 
clearing-house associations of various 
cities, county clearing-house associations 
and county banking associations have 
advertised co-operatively; but the efforts 
of state associations have been confined 
for the most part to six states. At the 
same time, the extent to which this ad- 
vertising has been carried in a few of 
these states has made this development 
unusually significant. Co-operative ad- 
vertising has been carried on under the 
auspices of state associations in South 
Dakota, Minnesota, Indiana, Illinois and 
the savings banks of Rhode Island and 
New York through their respective as- 
sociations. The Michigan and Wiscon- 
sin bankers associations early in 1933 
had such plans under consideration. 

The co-operative advertising of state 
banking associations has usually been 
carried on under the direction of a 
special committee or the executive ofh- 
cer of the association. Advertising 
copy, editorials and similar material are 
prepared either by these committees or 
by advertisers retained by them. The 
material thus used is disseminated among 
those banks which belong to the asso- 
ciation in some instances, and in other 
instances only to those who desire the 
material. 

The Indiana and Illinois campaigns 
have undoubtedly been the most out- 
standing of those conducted by state as- 
sociations, and a description of that 
used in Illinois will be presented here 
in order to demonstrate specifically the 
activities of these associations. 

The Illinois campaign was directed by 
the committee on public relations of that 
organization, and was not begun until a 
majority of the banks in the state had 
agreed to participate. The material 
sent out by this association includes the 
following: Each week the association 
sends “a mat of an advertisement for 
the local newspaper, appearing over the 
signature of the association and signed 
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by its president; copy for a second ad- 
vertisement which, if the bank desires, 
can be run over its own signature; 
posters of the association advertisement 
for the bank’s window or lobby; an 
economic article on some phase of bank- 
ing or financial subject, suitable for 
printing in the local newspaper.” In 
towns in which there are no newspapers 
the banks receive the posters and a 
supply of each advertisement in folder 
form for distribution. Also, once each 
month “an employes’ talk of an inspira- 
tional or educational character is fur- 
nished.”” 

Banks participating in this campaign 
are bound by no contracts, but the ex- 
pense of the material sent each week is 
prorated among the banks according to 
their size. The cost to more than half 
the banks has been only $2.50 per 
month. The results from such cam- 
paigns.are most difficult to measure, but 
one evidence of the success of this cam- 
paign is the fact that, within less than 
a year after the campaign was begun, 
more than twice as many banks were 
co-operating as had been anticipated 
when the campaign started. 

The apparent success of the cam- 
paigns conducted thus far by state as- 
sociations and the interest evidenced in 
these campaigns by other associations 
point to a development in this type of 
financial advertising which is likely to 
assume considerable proportions. 


CHARACTERISTICS 


Examination of various schemes and 
methods of co-operative advertising by 
banks, trust companies and savings banks 
reveals certain outstanding characteris- 
tics found in many of them. These cam- 
paigns, in the first place, are generally 
conducted not so much with the idea of 
directly producing new business as to 
acquaint the public with the characteris- 
tics of banks and to produce good-will 
toward banks generally. In the second 
place, these campaigns have frequently 
been designed to offset or to counteract 
the attempts of advertisers of spurious 
issues and banking schemes which re- 
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mained within the law but were of 
questionable natures. In the third place, 
adoption of advertising plans of this 
type discloses growing recognition on 
the part of bankers that they have an 
obligation to acquaint the public with 
the nature and functions of banks. It 
is a very simple matter for banks to 
accept deposits without emphasizing 
and explaining the terms of the agree- 
ment so long as they are able to meet all 
calls for funds, but any difficulties which 
arise usually disclose the public grossly 
ignorant of the procedure to be followed 
in such instances, what to expect from 
the bank and what the banks have the 
right to expect from them. Much ex- 
citement and distress might be eliminated 
at such times if the public understood 
more about the nature, functions and 
conditions of banking than is usually the 
case, and co-operative advertising affords 
a fruitful method of combating this ig- 
norance. Finally, the various co-opera- 
tive plans which have been examined 
disclose very little uniformity of manner 
or purpose. Many of the campaigns 
have been of sporadic natures designed 
to eliminate or to curb public excite- 
ment in the event of a local failure, 
but in all likelihood these emergency 
campaigns will in many instances later 
develop into regularly conducted pro- 
grams of public education. 


ADVANTAGES 


Co-operative advertising has a number 
of advantages which it offers to banks. 
In the first place, a distinct advantage 
lies in the fact that such programs bring 
the bankers of a community into closer 
contact than is likely to result without 
such unity of endeavor, thus producing 
a highly desirable spirit of co-operation. 
Secondly, it tends to eliminate the com- 
petitive element from financial advertis- 
ing, which fact alone should tend to 
produce a greater degree of confidence 
in the public. Even though banks ad- 
vertise independently in addition to the 
co-operative efforts, the co-operation il- 
lustrates that the banks have a common 
purpose instead of individual aims which 
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conflict with one another. Just as long 
as each bank strives to impress upon the 
minds of the public that it is the strong- 
est, safest, best-managed bank in a given 
community, one can hardly expect a 
benign public to agree with each of 
them. Thirdly, co-ordinated and uni- 
fied advertising by a group of banks 
tends to impart greater strength to the 
message carried by the advertising than 
if each bank advertised the same topic 
independently. Co-operative advertis- 
ing imparts a stamp of approval to a 
message in which a majority of the 
banks of a community participate. A 
fourth advantage which may accrue 
from co-operative advertising is a reduc- 
tion of expenses. Probably the group 
co-operating will use less space than 
would be the case if each bank adver- 
tised independently, or it can use the 
same amount of space with a unified 
purpose which should produce greater 
results. Undesirable media, such as pro- 
grams and other publications usually 
designated as “charitable advertising,” 
are more easily eliminated when all of 
the banks agree to censor such proposals, 
as in the New Orleans plan. Unless 
harmony prevails in disposing of such 
proposals, some individual or organiza- 
tion soon capitalizes upon the opportu- 
nity to court the favor of the soliciting 
organization, and thus other bankers 
feel obliged to indulge, because the or- 
ganizations have succeeded in getting 
the bankers to compete against each 
other. Publication of folders or pam- 
phlets can also be done at smaller unit 
expense when a larger quantity is re- 
quired. A fifth advantage accrues espe- 
cially to the smaller banks of a group, 
for banks in this category frequently 
find themselves unable to advertise be- 
cause of the great expense involved. In 
the sixth place, it is likely that a higher 
type of advertising may result from co- 
operation. A department to produce 
this advertising may be developed and 
sustained by the banks, or advertising 
departments of co-operating banks may 
alternate in preparing copy, or the mat- 
ter may be turned over to an agency. 
In those cases in which the members of 
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a group have individual advertising de- 
partments, it is probably highly desir- 
able to follow the procedure of alterna- 
tion, for it tends to develop interest on 
the part of the banks and also to stimu 
late the advertising departments to turn 
out higher quality of work. Groups of 
small banks which do not have individ- 
ual advertising departments probably 
find it most advantageous to turn over 
their work to an agency for prepara 
tion, thus obtaining expert counsel and 
skill if the agency is of high grade. In 
the seventh place, co-operative advertis- 
ing may greatly assist a city or com: 
munity in developing prestige by devot- 
ing a portion of its space to a treatment 
of various related topics. In the eighth 
place, co-operative advertising provides 
a means by which banks may present 
to the public points of view which affect 
all of them similarly, such as those which 
result from the imposition of restrictions 
on withdrawals or similar situations. 
Finally, co-operative advertising pos 
sesses a flexibility which enhances its 
adaptability to changing conditions and 
to different situations. This advantage 
will be given special treatment in the 
second part of this consideration. 


DISADVANTAGES 


Several disadvantages are likely to 
accrue from co-operative advertising by 
financial institutions. Advertisers, in 
the first place, may expect too great re- 
sults. The type of copy usually em- 
ployed in co-operative efforts, as men- 
tioned above, tends more toward insti- 
tutional and educational types than to- 
ward direct selling types, which renders 
measurement of results very difficult. 
Results obtainable from such campaigns 
probably accrue over a period of time 
instead of -being more or less closely re- 
lated to each advertisement at the time 
it appears, as in cases of department 
store advertising. Secondly, difficulty 
often arises among the members of a 
group as to the type of advertising to 
use, the size of the expenditures, the 
frequency of appearance and other items 
conducive of disagreement. Thirdly, 











THE BANKERS MAGAZINE 361 


the potential danger lurks that the 
minority may undertake an advertising 
program for its own group or as indi- 
viduals, which situation might greatly 
detract from the advertising of the 
majority and produce a conflict, convey- 
ing to the public anything but the de- 
sired impression of unity and harmony. 
Fourthly, co-operation in advertising 
tends to place all members of the group 
upon the same level of safety and pres’ 
tige in so far as the public is concerned. 
It implies, at least, that all members of 
the group are on a par, making it pos- 
sible for banks of small size, limited ex- 
perience or less liquidity and strength to 
participate in the advertising on an 
equality with the superior institutions. 
This contributes greatly to the prestige 
of the less outstanding members of the 
group, and at the same time places be- 
fore the other members the danger of 
implying approval of all participants. 
Consequently, many banks have been re- 
luctant to enter into such co-operative 
efforts. Fifthly, co-operative advertising 
might conceivably lead to a more com- 
petitive advertising situation than had 
prevailed before the efforts were begun, 
for some member of the group might 
feel that his institution must increase its 
independent expenditures in order to 
draw to itself business which might be 
lost to other institutions as a result of 
the co-operation. 


CONCLUSION 


The preceding paragraphs enumerat- 
ing the advantages and disadvantages of 
co-operative advertising appear to pre- 
sent substantial reasons both sustaining 


such plans and opposing them. How- 
ever, careful consideration of each of 
the points mentioned leads to the con- 
clusion that the advantages of co-opera- 
tive advertising for banks greatly out- 
weigh the disadvantages. An occasional 
embarrassing situation might result from 


one or two of the disadvantages men- 
tioned, but these would seem to be the 
exception. The many instances in which 
co-operative advertising has been suc- 
cessfully used and the approbation given 
such attempts by officers of participating 
institutions should readily dispel all 
fears which might arise, and should com- 
mend the use of this merchandising de- 
vice to many groups of institutions 
which now ignore it. 


~ ee 


FIFTH DISTRICT FEDERAL HOME 
LOAN BANK DECLARES DIVIDEND 


THE Fifth District Federal Home Loan Bank 
has declared a dividend of 2 per cent., pay- 
able on October 16 to its 308 member build- 
ing and loan associations in Ohio, Kentucky 
and Tennessee. In making the announce- 
ment, Harry S. Kissell, of Springfield, O., 
chairman of the bank, pointed out that this 
is the first dividend to be ordered by a mem- 
ber bank of the system. 

The bank, which was founded on October 

16, 1932, has not only met all its expenses 
and bought all its equipment, but has con 
tributed $25,000 to the Federal Government 
to aid other banks, and has lent $13,055,000, 
for which it has collateral of approximately 
$35,000,000. 
R. F. C. LOANS INCREASED IN JULY 
TOTAL loans authorized to all banks and trust 
companies during July aggregated $100,908,- 
844.70, of which $93,892,523.62 was to con- 
servators or receivers of closed banks to aid 
in reorganization or liquidation and $7,016, 
321.08 to banks already open under license. 
In addition, the corporation authorized pur- 
chase of $12,732,500 of preferred stock of 
twenty-seven banks and loans of $2,615,000 
on preferred stock of fourteen banks to aid 
in strengthening the capital structure. In 
June authorized advances to banks totaled 
$38,841,466, of which $21,474,583 was. for 
the reorganization or liquidation of closed 
banks. Of the $24,932,158 in loans with- 
drawn or canceled at the request of the ap- 
plicants during July, $19,000,000 represented 
loans which had been authorized to banks 
and trust companies. 


















Additions and Withdrawals 


In the Administration of Personal Trusts 


By CUTHBERT LEE 


Former Trust Supervisor, Guaranty Trust Company of New York 


right reserved to the grantor, or to 

any person, to give the trustee at 
any time additional assets for the trust, 
a variation of which reservation reads: 
“The grantor reserves the right to in 
crease the principal of the trust fund 
from time to time during his lifetime by 
adding thereto other and further prop- 
erty which the trustee shall receive, 
hold, manage and dispose of in the same 
manner as hereinabove provided.” 


Sa trust agreements mention a 


“It should be understood by all: parties that adding property 


addition to the named trust to be held 
subject to the conditions of the agree- 
ment creating the trust. If such a notice 
is not received, and obtaining it would 
unduly inconvenience the client, the 
trustee should not fail to acknowledge 
receipt of the property to the person 
giving it and to state the facts in some 
such way as: “We have, as trustee of 
the Simon Weatherbee Trust, received 
from you as an addition to the trust 
the sum of $1500, which has been placed 


to a trust does not give the person adding it any right to withdraw 
it. Once added it becomes subject to the terms of the agreement 
to the same degree as the original assets, and may be withdrawn 
only if, and under the same conditions as, original property may 
be withdrawn, and only by the same person or persons whom the 


In cases where no such provision ex- 
ists there is no reason why the trustee 
should not accept additional cash, secu- 
rities or other property of a suitable 
nature from any reputable person who 
offers such property as an addition to 
the trust. The extent to which the trus- 
tee should scrutinize the title to the 
property held by the person offering it 
and his motives for placing it in the 
trust are governed by the same general 
considerations as pertain to the accept: 
ance of the original trust property, 
which were discussed in one of the first 
articles of this series. 

The property added should be accom- 
panied by a written notice to the trustee 
from the person adding the property, 
which may be a simple letter stating that 
the property is given to the trustee as an 
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agreement permits to make withdrawals.” 





in the principal account to be held sub 
ject to the terms and conditions of the 
agreement dated May 10, 1933, by 
which the trust was created.” The pur- 
pose is of course to prevent a later claim, 
because of a change of mind or a mis 
understanding, that the property was 
never added or intended to be added to 
the trust. 

When the addition is not cash but 
property or securities, the trustee must 
determine the monetary value. If the 
assets were held for an appreciable 
time by the trust company or bank as 
agent, and it subsequently received in- 
structions adding them to the trust, they 
should be inventoried at the market 
value on the date of receipt by the trus- 
tee of notice of addition, regardless of 
whether such market value agrees with 
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their cost or not. On the other hand, 
if the money was given to the trust com- 
pany or bank as agent with instructions 
to purchase securities and add them to 
the trust, the institution comes into 
possession of the securities as purchaser- 
agent and as trustee simultaneously, and 
the inventory value used in such a case 
is the cost price. The correct inventory 
value is important because upon it is 
based the amount of eventual increase 
or decrease in value at distribution, and 
the amount of the trustee’s commissions. 

It should be understood by all parties 
that adding property to a trust does not 
give the person adding it any right to 
withdraw it. Once added it becomes 
subject to the terms of the agreement to 
the same degree as the original assets, 
and may be withdrawn only if, and 
under the same conditions as, original 
property may be withdrawn, and only 
by the same person or persons whom the 
agreement permits to make withdrawals. 


WITHDRAWALS 


In addition to regular attempts at 
withdrawal discussed below, various 
peculiar propositions are made. One 
such case is that of a grantor who found 
himself short of money to pay his in- 
surance policy premiums. That seemed 
to him a worthy use for the trustee to 
make of a portion of the principal of 
his trust. Perhaps it was, but the terms 
of the particular trust agreement would 
not permit it. He then hit on the bright 
idea of presenting and assigning his poli- 
cies to the trustee as an addition to the 
trust, on condition that the trustee pay 
all future premiums out of principal. 
There was every likelihood that the 
total of the premiums payable during 
the remainder of his lifetime would be 
less than the face value of the policies 
which would become payable to the 
trustee upon his death, and that hence 
the move would increase the principal 
of the trust. 

What was proposed in fact was the 
addition of part of the value of the 
policies, to which there could be no ob- 
jection and the investment of trust 


principal in part of the value of life 
insurance policies, which was in com- 
plete opposition to the investment terms 
of the agreement. The terms did not 
provide for any such payments out of 
principal, whether considered as an in- 
vestment or as an expense. Principal 
could be withdrawn after a certain num- 
ber of years. The trustee accepted the 
policies and made the payments, taking 
the chance that the grantor would after 
the required period execute a withdrawal 
covering the amounts so expended, and 
that he would not meanwhile die, and 
that if he should die the infant remain- 
dermen would not attempt to hold the 
trustee liable for the principal expended. 

The policies of corporate fiduciaries 
regarding withdrawals differ widely. 


The author has found that some institu- 
tions permit withdrawals offering no 
complications to be authorized by the 
regular administrative officers; others 
permit no withdrawals until the matter 
is submitted to and approved by the 


trust committee of the board of direc- 
tors; others permit no withdrawals what- 
ever until the matter has been submitted 
to the court. 

The simplest situation permitting a 
withdrawal is found where the agree’ 
ment contains a permissive clause such 
as the following example: “By a notice 
in writing duly delivered to the trustee 
hereunder, the grantor may at any time 
and from time to time withdraw any or 
all property held as part of the prin- 
cipal of the trust hereby created, and 
the trustee shall deliver to him such 
property free and discharged from the 
terms of this agreement.” Where a 
clause similar to the above exists in the 
trust agreement, the trustee may accept 
any written notice as effecting a with- 
drawal, including an informal letter, if 
such notice is signed by the person per- 
mitted by the agreement to make the 
withdrawal, and provided that the no- 
tice makes clear what is withdrawn. 

One type of withdrawal clause is the 
following: “The trustee shall be entitled 
and required upon written request of 
the grantor delivered to the trustee, to 
pay over to the grantor up to 10 per 
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cent. of the principal of the trust in each 
and any calendar year during the life- 
time of the grantor, but the right to 
such payment shall not be cumulative.” 
In each such actual case the trustee must 
be certain whether the wording of the 
provision confronting it covers 10 per 
cent. of the trust assets at their value 
at the inception of the trust or at the 
time of withdrawal. Regarding a sec- 
ond withdrawal it must know whether 
a second 10 per cent. of the original 
amount of assets can be withdrawn, or 
only 10 per cent. of the remaining as- 
sets. Instead of attempting to guess the 
answer the trustee should obtain it from 
counsel for the trust. 


IDENTIFICATION IMPORTANT 

It is as important to identify the per- 
son making a withdrawal as to identify 
a person cashing a check. In one case 
withdrawals were permitted by a trust 
agreement upon notice by a man and his 
wife. As the latter was not otherwise a 
party to the agreement her signature 
was not in the trustee’s records. A 
withdrawal notice purporting to be 
signed by hoth was presented by the 
husband, and the money was paid out. 
A subsequent letter to the husband re- 
garding the transaction was opened by 
the wife in his absence, and the trustee 
received an irate letter from the wife 
in which she claimed that she had no 
knowledge of the transaction. As the 
wife did not carry her claim to the point 
of directly accusing her husband of 
forgery or procuring her signature by 
fraud, the matter was dropped, avoiding 
an exceedingly embarrassing situation 
all round. The trust has terminated in 
the normal course, with a release from 
all parties, and to this day the trustee 
remains in discreet ignorance of the facts 
behind the incident. 

Any letter of withdrawal not only 
should be signed by the person author- 
ized to withdraw property, but properly 
should bear the name of the place where 
it was signed and should be dated on 
the day it was executed. Very often 
these two details are omitted, and their 
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omission alone is not grave enough to 
invalidate the notice. The date when 
the withdrawal is effective, however, is 
the date on which the written notice of 
withdrawal is received by the trustee, 
and not the date of the notice nor the 
date when it was mailed nor the date 
when the property was delivered by the 
trustee. The date as set above is im- 
portant when what is withdrawn is 
other property than cash, as the value of 
such property on which the trustee’s 
commission for paying out principal is 
to be calculated is its market value on 
the date when the withdrawal is effec- 
tive, or withdrawal date. 


COMMISSIONS ON WITHDRAWAL 

This commission is due the trustee 
when the withdrawal is made. Some 
trust agreements provide that commis: 
sions on principal are due only when 
the trust terminates or the agreement 
is revoked, but, as a withdrawal is in 
effect a partial termination, the trustee 
is probably entitled to take its commis 
sion on the amount withdrawn at the 
time of withdrawal. Obviously, where 
the agreement permitted, it would other- 
wise be possible for a client to remove 
all the property by successive withdraw- 
als, and, after the final withdrawal, or 
even before the last lot of assets had 
been withdrawn, the trustee would dis- 
cover that the value of what remained 
was not sufficient to provide cash equal 
to the commissions on what was already 
gone. 

If the trustee has failed to take receiv 
ing commissions when it accepted the 
property now withdrawn, the commis’ 
sions taken upon the occasion of a with 
drawal should be both the commission 
for receiving and that for paying the 
cash or the value of other property 
withdrawn. If the commission is paid 
by a person, it should be treated as an 
addition to the trust, and credited and 
debited to principal. It should be re- 
membered that the trustee receives a 
commission on all amounts of principal 
received and disbursed, including 
amounts paid to itself as commissions. 
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The adjustment, representing commis: 
sion on this amount received as an addi’ 
tion and paid out as a commission, 
should be deferred to be taken as part of 
the final commissions at the termination 
of the remainder of the trust. 

Whether cash or securities be with- 
drawn, the trustee must see to it that 
cash is on hand or is provided to cover 
its commissions. There may be no cash 
remaining in the principal account. This 
necessitates selling securities, which, if 
the trustee has sole authority regarding 
mvestments, can readily and promptly 
be done. If an outside party has direc- 
tion of investments the trustee is per- 
haps within its rights in selling on its 
own initiative securities of its own selec- 
tion to raise the needed cash, but in 
practice the trustee should always con- 
sult the person with power for instruc- 
tions as to what to sell. 

When the withdrawal is of securi- 
ties, some trustees make a practice of 
crediting the principal cash account with 
the amount of the value of the securities, 
and debiting the same account with the 
same value of the securities delivered 
out. The purpose of these wash entries 
is to place upon the record the value of 
the principal which was withdrawn and 
upon which commission was taken. The 
practice contains a risk, however, be- 
cause on the surface it purports to show 
an increase in principal, which in fact 
has not taken place, and, unless such 
entries are disregarded, the sum of the 
principal cash and principal’ securities 
accounts will be artificially increased by 
the duplication. It may be sufficient to 
show on the principal securities ledger 
the delivery of the securities, and to 
show on the principal cash ledger the 
value at which they were commissioned 
as part of the wording of the entry 
debiting that account for the commis- 
sion. 

A trust agreement which contains 
some such clause as “The grantor may 
at any time and from time to time by a 
notice in writing signed by him and de- 
livered to the trustee revoke this agree- 
ment and the trusts created thereby in 
whole or in part and resume possession 
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of the assets held hereunder free and 
discharged from the terms of the agree- 
ment,” may be revoked in part by such 
a notice. In such a case there is no sub- 
stantial difference between a_ partial 
revocation and any other type of with- 
drawal. 


WITHDRAWAL BY PARTIAL REVOCATION 
OR AMENDMENT 


Subject to opinion of counsel the 
trustee may also permit a withdrawal 
where there is no provision in terms in 
the agreement for a withdrawal or par- 
tial revocation, provided there is a sufh- 
ciently broad provision that the agree- 
ment may be amended. In such a case 
an amendment properly drawn may re- 
vise the agreement to the extent of free- 
ing from its terms certain property, and 
may thus effect a withdrawal. 

It is perhaps because the process of 
amendment appears so easy and in- 
formal that no aspect of trusts is subject 
to so much hazardous tinkering. An 
amendment requires as careful thought 
and workmanship as the original agree- 
ment. It is obvious that it should be 
drawn by an attorney, and only by an 
attorney competent and experienced in 
trust law. If it is incorrectly drawn it 
may be held invalid years later; and the 
restoration of conditions existing before 
the attempted amendment might force 
the trustee to pay money into the fund 
at great loss to itself. 

It is the practice of some corporate 
trustees to require the personal trust ad- 
ministration staff to prepare, in connec- 
tion with any withdrawal or distribu- 
tion of principal, a form stating briefly 
the facts regarding the requested pay- 
ment, mentioning the paragraph or 
article of the agreement permitting it, 
and listing the papers supporting it, and 
to have this form accompanied by the 
papers and a copy of the agreement sub 
mitted to the officer or committee to pass 
upon it. 

When the form has been approved, 
the administrative staff is empowered to 
go ahead and complete the matter by 
drawing the necessary check or sending 
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out securities withdrawn in kind, taking 
commissions, etc., without further sub- 
mitting these matters. The form also 
avoids delay if part of it is used as in- 
structions to the section involved to 
liquidate securities to provide the cash 
to be withdrawn, in place of a separate 
memorandum to such section. It sum- 
marizes and completes the specific au- 
thority for the entire operation. 


EXCHANGES AND SUBSTITUTIONS 


Some agreements permit the grantor 
or some other person to withdraw and 
add property at will, or to substitute for 
any securities or property in the trust 
any other securities or property. This 
is carried further in some cases, and the 
party with such powers effects actual 
purchases and sales and has his broker 
deliver the securities to the trustee and 
receive from it payment, or deliver to it 
cash for securities sold and receive the 
securities, or sometimes securities are de- 
livered both ways but no cash is received 
or paid by the trustee. Whatever the 
mechanics of the operation, the trustee 
must value whatever securities and 
funds go out, and, if the sum is less than 
what comes in, it must record a with- 
drawal of principal and be sure that it 
has authority to permit such withdrawal. 

If what is received exceeds what is 
withdrawn, the excess must be handled 
as an addition to principal. The fol- 
lowing letter from the trustee to the 
grantor covers one such case: “In ac- 
cordance with the instructions in your 
letter of July 10 we delivered to Messrs. 
Stone & Steele on July 11 100 shares 


National Public Service Corporation 
preferred stock and received from them 
90 shares The Commonwealth and 
Southern Corporation $6 preferred 
stock. These transactions resulted in 
the addition by you to the trust of the 
excess value of the latter stock over that 
withdrawn, namely $272.75. This ad- 
dition is held by us in the principal ac- 
count of the trust subject to the terms 
and conditions of the agreement dated 
March 8, 1933, by which the trust was 
created.” 

There is endless variation among 
agreements as to their provisions for 
such action, from permitting almost the 
equivalent of an open trading account 
to permitting only the exchange of 
securities of closely analogous type and 
grade and equal value. The trustee must 
satisfy itself as to just what is author- 
ized by the given agreement. An ex- 
change is not, as popularly supposed, the 
same thing as a substitution; and the 
mere use of one or the other term or 
both in the agreement does not neces: 
sarily decide which is authorized; this 
depends on the complete wording. 

In general a provision permitting ex- 
changes by the grantor, or someone else 
than the trustee, authorizes only the re- 
moval of the exact value of principal 
which is replaced; while a provision 
permitting substitution may authorize 
the removal of more value than is re- 
placed. In other words a liberal provi- 


sion for substitution may authorize a 
partial withdrawal from principal, thus 
representing a further case of with- 
drawal in addition to those described 
above. 
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Losses in Bank Earning Assets 


The First of a Series of Twelve Articles 


By FRrepEericK MUELLER, JR. 


NY comprehensive and intelligible analysis of losses 
Ai bank earning assets presupposes a knowledge of 
what constitutes earning assets. It also presumes a 
knowledge of the manner by which these assets are accu- 
mulated, and the measures taken to insure their soundness. 
As a preface to this study, therefore, the items making up 
bank earning assets will be discussed to insure a clear 
understanding of the problem. 

The term, earning assets, denotes certain of those 
resources of a bank which earn a money income. Though 
many assets of a bank earn a money return, two types 
predominate: the loans and discounts, and the investments. 
So important a source of income are these two assets that 
they are called “earning assets” to the exclusion of all 
others. 


To operate profitably, a bank must receive more in the way of 
income than it expends in carrying on its business. Normally, the 
bank’s chief income is derived from interest or discount received on 
loans and discounts. Next in importance ranks interest (or dividends) 
received from securities owned. Various small amounts of income may 
also be received from exchange charges, service charges, balances in 
other banks, and miscellaneous sources.! 


The results of a study made by the clearing-house 
section of the American Bankers Association, based on 
reports from 284 representative banks in different sections 
of the country, showed that banking income from the differ- 
ent sources, expressed as percentages of capital funds plus 
deposits, was distributed as follows:° 


1Bradford, Banking, p. 138. 
2American Bankers Association, Clearing-House Section, Survey of Bank 
Operating Ratios—1923. 
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Loans and discounts 3.45 per cent. 
Securities i fe 
Exchange . 0.08 

Service charges é . 0.05 

Bank accounts . 0.12 
Miscellaneous . . 0.07 


Total .. 4.98 


Other departmental activities added 38 per cent., so that 
the total income for all of the banks amounted to 5.36 per 
cent. of capital and deposits, of which about 87 per cent. of 
the total comprised income from loans, discounts and 
securities.* 

These figures will serve to indicate the importance of the 
two types of earning assets. Loans and discounts in the 
above study produced about two and one-half times the 
income which securities produced; whereas _ securities 
produced more than ten times the income that exchange, 
the third most important item, produced. It seems justi- 
fiable, then, to concentrate attention on the items of loans, 
discounts and investments. 

National banks derive their authority to transact the 
banking business from the National Bank Act. This act 
specifically states the powers which can be exercised, and to 
what extent. The important provisions, relative to loans 
and discounts, are contained in Article 200, Section 5136, 
part 7.‘ This states in substance that a National Bank 

. shall have power... 

Seventh. To exercise . . . all such incidental powers as shall be 
necessary to carry on the business of banking; by discounting and 
negotiating promisory notes, drafts, bills of exchange, and other evi- 
dence of debt; . . . by loaning’ money on personal security. . . . Pro- 
vided that the business of buying and selling investment securities shall 
hereafter be limited to buying and selling without recourse marketable 
obligations evidencing indebtedness of any person, copartnership, asso- 
ciation or corporation, in the form of bonds, notes and/or debentures 
commonly known as investment securities. or ae 


These provisions affect the earning assets of a national 
bank. Loans, discounts and investments fall within the 


*Bradford, op. cit., p. 339. 
‘National Bank Act as Amended March 1, 1927. 
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operation of this act, and it will be important to notice any 
further qualifications with respect to it. 

Inasmuch as the major portion of the income of a bank 
is derived from its earning assets, it is pertinent to inquire 
as to the limitations imposed upon these lending operations 
which would tend to minimize any risk, and possible conse- 
quent losses. A national bank is restricted from carrying 
obligations of any single obligor, personnel or corporate, 
exceeding “. .. 10 per centum of the amount of the capital 
stock of such association paid in and unimpaired and 10 per 
centum of its unimpaired surplus fund.’ This restricts a 
bank from assuming too much risk in any single business, 
and minimizes the degree of support that a single business 
will expect from its bank. Such restriction, however, is 
placed only upon the direct liability, and is subject to 
further qualification. This 10 per cent. limitation will not 
apply against drafts or bills arising out of “actually exist- 
ing values,” or the “discount of commercial paper,” 
“bankers’ acceptances” or paper secured by a “live stock 
lien,” nor that secured by an equal amount of “. .. bonds or 
notes of the United States issued since April 24, 1917... .’° 
The 10 per cent. restriction is waived where the loan is ex- 
tended against actually existing goods, probably on the basis 
of the old classical theory that the proceeds from the 
liquidation of the existing values will be sufficient to repay 
the loan. Whether or not this assumption is true, there is 
more likelihood of the loss in this type of paper being less 
than in the case of a loan made to a business, such “existing 
values” for which the loan was made yet to be created. In 
the first case, many of the risks have been eliminated by 
processing to its present state, and only those risks incident: 
to distribution remain to be overcome. In the second case, 
however, not only must the distributive risk be considered, 
but also the risk of processing, or creating the “existing 
values.” 

In restricting the holding of investment securities, the 
act specifies that 


the total amount of such investment securities of any one 
obligor or maker held by such association shall at no time exceed 25 


*"National Bank Act, Article 200. 
"Ibid., Art. 425. 
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per centum of the amount of capital stock of such association actually 
paid in and unimpaired and 25 per centum of its unimpaired surplus 
fund, but this limitation as to total amount shall not apply to obliga- 
tions of the United States, or general obligations of any State or of 
any political subdivision thereof, or obligations issued under authority 
of the Federal Farm Loan Act. . . .* 


The holdings of so-called “Municipals” and Federal 
obligations is unrestricted. Whether or not this lack of 
restriction in the former class is the result of lack of author- 
ity to limit, or whether it is in support of our general 
assumption that sovereign credit is without criticism is a 
matter of conjecture. There have been increasing evidences 
of municipal debt structures which will not support them- 
selves, and where authority to commit an _ unrestricted 
amount of the unimpaired capital and surplus in such 
obligations is granted, it appears to be too liberal, inviting 
possible loss. 

In studying the loans and investments of a bank, the 
distinction between the two types of credit advanced must 
be borne in mind. 


Investment credit is that type of advance where “the funds bor- 
rowed are used mainly for the creation of fixed or durable forms of 
capital goods, hence the word, ‘fixed capital’.’’* 


This is the general conception of the term “invest- 
ments,” in a bank statement. This item is composed of 
public obligations and notes, debentures or secured obliga- 
tions of various types of corporations, which borrowing has 
been done to construct fixed property. In considering this 
type of credit there are two important items to remember. 
In the first place, the credit is used to construct long time 
‘apital equipment, or “fixed” assets. Secondly, the date 
of repayment of the loan is measured in terms of years, 
rather than days or months. These two factors, w hile not 
inherently treacherous, do create a problem with which the 
banker must deal. On the other hand, bank or commercial 
credit is short time credit. This is in direct contrast to 
investment credit, both with regard to the elements of use 
and maturity. 





"National Bank Act. Art. 204, Sec. 5136. 


‘Moulton, Financial Organization, p. 96. 
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Commercial credit is that employed in financing the production, 
manufacture and marketing of goods in operating an establishment as 
a going concern. In contrast to the case of investment credit, the 
borrower here is in a position to repay his loan in a very short period 
of time.® 


The type of loan to which commercial credit is com- 
mitted is one which we have come to say “will liquidate” 
itself. 

The distinction between investment credit and commer- 
cial credit, however, is not that one will liquidate itself and 
another will not. The real distinction is the manner in 
which this liquidation takes place. When goods are pur- 
chased with the proceeds of commercial credit, the sale of 
the goods immediately produces the funds with which to 
repay the loan. However, where investment credit is 
advanced, the output of any commodity, upon a sale, 
produces only a part of the funds advanced on long term 
credit, the balance of the funds received being allocated 
over other claims. In other words, commercial credit ordi- 
narily needs to turn over only once in order to produce 
sufficient funds to repay the loan, whereas investment credit 
must turn over at least twice: from funds to fixed assets, to 
commodity, to funds again. Furthermore, of the funds 
acquired from the sale of the commodity, fixed capital can 
claim only a portion, so that a long period of time is needed 
in order to make accumulations to repay the loan. 

A consideration of the various types of earning assets 
is important, for the banker is faced with a double respon- 
sibility. In the first place, he is responsible to his depositors 
for a degree of management which will preclude any loss 
to them. Secondly, he is faced with the problem ‘of so 
investing the funds of the bank that the equity owners or 
stockholders will realize some return on their investment 
in the business. Looking at it in a broader view, Atkins 
says: 


a bank has a triple responsibility: (1) to the depositors of the 
bank, (2) to the community in which the bank operates as repre- 
sented by the borrowers and (3) to the stockholders of the bank.® 


*Moulton, Financial Organization, p. 96. 
*Atkins, Bank Secondary Reserve and Investment Policies, p. 2. 
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The duty to these various classes varies. To the com- 
munity the bankers owe the duty of co-operating with com- 
merce and industry to the extent that normal and legitimate 
activity will not be hampered by lack of credit. To the 
stockholders the banker owes the duty of making the bank 
arn as much as possible, at all times being cctenabent with 
the principles of security and safety. To the depositor the 
banker owes the duty of investing and loaning the deposited 
funds in such a manner that they will be available on 
demand. There is no single consideration more important 
in banking than that of being able to pay out deposits 
when called for, as any inability to do so is an indication 
of insolvency. This ability has come to be called “liquidity,” 
and to this item every banker must pay especial attention, 
both because of the nature of his liabilities and because of 
the statutes. Because of these divergent obligations, the 
banker is vitally interested in the type of credit he extends. 
If deposits can be demanded (or substantially so) at 
any time, and if deposits are loaned, then the problem 
becomes one of assuring the repayment of the loans in the 
same degree as deposits will be called for, and at the same 
time keeping these funds earning as much and as long as 
possible. The extension of credit then becomes a question 
of making loans which will be repaid when due, and having 
them so staggered that funds are coming in as rapidly 
they are going out of the bank in either withdrawals or 
new loans. 


In making bank loans, there are two main problems. First, there 
must be assurance that the borrowers are in sound financial position, 
that the loan will surely be safe. Second, the maturities of the loans 
must be arranged, so as: to facilitate meeting the various demands for 
cash at different times and at “different seasons.”’!” 





Or, in case credit has been advanced by the purchase of 
investment securities, interest is centered in the ability to 
“liquidate” the holdings when funds are needed. Thus, 
although there are myriad ways of extending credit, it must 
be in such forms that it is readily available without loss, 
and can still be used in an earning capacity until needed. 
Stated another way, the loans, discounts and investments 
must have “liquidity” and earning power. 





Moulton, Financial Organization, p. 346. 
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If a bank is to possess both liquidity and earning power, then 
consideration must be given to its assets, for it is from them that these 
desired qualities must be obtained.'! 


Our inquiry becomes this: by what tools can safety, 
liquidity and earning power be discovered? Will all three 
qualifications exist in the same loan? Must all of these 
requirements be met in the absolute degree? Actually, all 
of the qualifications in an absolute degree are theoretical 
conceptions only, for there is nothing which is absolutely 
safe or absolutely liquid or has the best earning power. 
These terms are all comparative, and at times liquidity may 
have to be sacrificed for a high degree of safety, or a lower 
rate of earning may have to be calculated in order to receive 
a high degree of liquidity. These factors are by no means 
shsalishe. and must be viewed in the light of their limitations. 

There have been shifting viewpoints on the types of 
credit most suited to the usefulness of a bank. These 
theories might be appropriately named the classical theory 
and the modern theories. The diversity of views is based 
not only on the time element, but also on the type of credit 
granted, whether it should be short time or commercial 
credit, or long time or fixed credit. 

No better example of the classical view could be obtained 
than that expressed by Adam Smith in his Wealth of 
Nations. 


When, partly by the conveniency of discounting bills and partly 
by that of cash account, the creditable traders of any country can be 
dispensed from the necessity of keeping any part of their stock by 
them unemployed and in ready money for answering occasional demands, 
they can reasonably expect no further assistance from banks and 
bankers, who, when they have gone thus far cannot consistently with 
their own interest and safety go farther.’ 


This is only a description of our present-day discount 
operations, where occasional advances are made, to meet a 
trader’s seasonal demands. Smith cautions that beyond this 
point the bankers cannot go, and that they should not 
advance the whole or even a greater part of the trader’s 
circulating capital, 


"Atkins, op. cit., p. 7. 
*Adam Smith, Wealth of Nations, Cannon Edition, 1904, Vol. 1, p. 290. 
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because though the capital is continually returning to him 
in the shape of money, and going from him in the same shape, yet 
the whole of the returns is too distant from the whole of the outgoings, 
and the sum of his repayments could not equal the sum of its advances, 
within such moderate periods of time as suit the conveniency of the 


bank.!* 


Here is an admonition for bankers to lend only working 
‘apital and to confine themselves only to moderate amounts. 
The reason given is that, although it does circulate and 
return to the trader, it does not circulate sufficiently fast 
to “suit the conveniency of the bank.” In the last analysis, 
Smith means a loan furnishing any great amount of work- 
ing capital will take too long to liquidate, causing the bank 
inconvenience through ‘ frozen” loans. 
Having expressed himself concerning commercial or 
short time credit, Smith gives his views upon long time or 
‘apital credit. 


Still less could a bank afford to advance him any considerable 
part of his fixed capital; of the capital which the undertaker of an 
iron forge, for example, employs in erecting his forge. . . . The 
returns of the fixed capital are in almost all cases much slower than 
those of circulating capital; and such expenses, even when laid out 
with the greatest prudence and judgment, very seldom return to the 
undertaker till after a period of many years, a period by far too distant 
to suit the conveniency of a bank.!? 


Smith does not prohibit loaning capital funds to industry, 
but does not encourage it. In speaking of the “conveniency 
of the bank,” he is referring to its liability to depositors. 
Deposits may be demanded in full, in which case the “con- 
veniency of the bank” would be cash and maturing loans. 
In long time credit, he concludes that such “conveniency” 
would not be present, and, if such loans had been made on 
a large scale, the bank would be insolvent. 

What we can deduce in substance from Adam Smith 
as representing the classical school is that a bank should loan 
only a small part of a trader’s working capital, because in 
loaning any considerable amount the time of repayment is 
spread over too long a period. He then cautions that “still 
less” should a banker loan any portion of fixed capital. 
This for the reason that very seldom does this fixed capital 


2Adam Smith, Wealth of Nations, Cannon Edition, 1904, Vol. 1, p. 290. 
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“ec 


return to the owner except over . a period by far too 


distant to suit the ‘conveniency of a bank’.” Adam Smith’s 
contribution rests on the principle that a bank must be 
liquid, and, to earn and remain liquid, its loans must be in 
short time credit obligations. 

In contrast to Adam Smith’s theory, is the theory of 
“shiftability” developed by Waldo Mitchell. He says that 


There have been two theories of the liquidity of bank earning 
assets, as applied to an individual bank. First, there is what might 
be called the ‘‘orthodox theory.” ... The second theory might be called 
the “shiftability theory.” This second theory holds that experience 
shows that paper often cannot be liquidated at maturity, that, when 
the paper can be liquidated at maturity, it may not be desirable to 
liquidate it . . . that, when demand is made on the liabilities of an 
individual bank, the only reliance for liquidity in an emergency lies in 
the power to shift assets to other banks and get funds from the banks 
that still have available funds.‘ 


The essence of liquidity in this theory is the power to 
transfer or sell the loans and investments to a bank or a 
group of banks. This leaves the liquidity of the bank in 
the control of other than the bank experiencing demands, 
and it depends upon two conditions for its success. First, 
there must be available capital sufficient to absorb this 
paper; and, secondly, the owner of the “surplus” or avail- 
able idle capital must be willing in the aggregate to commit 
it to exactly the portfolio to be shifted. 

Mitchell, in discussing bonds as investment medium for 
a bank, says that the test of this theory 


er is whether banks that need to dispose of their bonds can 
do so in the crisis and depression. Whether banks can liquidate their 
bonds at such times depends on whether there are purchasers that are 
willing to take the bonds. A bank can usually find a stronger bank 
that will advance to the weaker one needed funds on bond security.'4 


He put the responsibility on the other banks by saying 
that “it depends on whether there are other banks that are 
willing to take the bonds.” 'This assumption would appear 
to mark the pressed banker as a poor financial manager. 
True, all banks are interdependent, but, where the ultimate 
liquidity of a bank is made dependent upon the option of a 


%Waldo Mitchell, The Uses of Bank Funds, p. 3. 
*Waldo Mitchell, op. cit., p. 36. 
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disinterested party, it appears to be an aggressive invitation 
to disaster. Not only is this dependence serious enough, 
but Mitchell says that a bank can “usually find a stronger 
bank . . .” which will be willing to take the burden. The 
term “usual” being a comparative word, suggests that at 
times the possibility of finding a stronger or willing bank 
is remote. What then becomes of the assets? They then 
become “frozen,” the bank is insolvent, and there will be no 
alternative to closed doors. 

Furthermore, suppose we grant that the above assump- 
tions can “usually” be vindicated. ‘There is still another 
important point which has not been dealt with. At what 
price must these assets be shifted? It is argued that this 
theory has stood the test during crises and depressions. 
However, there is risk in its workability, and it is a question 
whether, during crises and depressions, the sacrifices due to 
depressed prices have not more than offset the gains due to 
enhanced yields. 

The second “modern theory” is that developed by 
Harold Moulton, in which he describes the practices of 
banks in renewing loans and discounts.’’ His contention is 
that, although banks presumably extend short time credit 
through loans and discounts, actually, because of renewals, 
the funds find their way into permanent assets of the 
borrower. As a consequence he says that 

among the most shiftable, and hence the most liquid, of assets 
are bonds and stocks, both as direct investments and as collateral... . 
The result is that securities are, from the standpoint of any individual 


bank, incomparably more liquid in ordinary times than commercial 
paper of its customers.'® 


In reaching his conclusions, Moulton discusses the cur- 
rent doctrines of Gilbart, Dunbar, Horace White, Holds- 
worth, H. Parker Willis, J. Lawrence Laughlin and others, 
and says: 


The dominance in economic literature of the theory of value 
and distribution has tended largely to divert the attention of economists 
from the processes by which individual savings of consumptive goods 
are transmuted into capital equipment, to a justification of the taking 
of interest by the owners of capital.1* 


%“Commercial Banks and Capital Formation,” Journal of Political Economy, 
1918. 

“I bid., p. 730. 
“Tbid., p. 486. 
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He is not criticizing economists, but merely pointing out 
that, although stress has been laid on a very important 
phase of capital formation, attention has not been suffi- 
ciently focused on the problem of the transmutation of 
consumptive capital to productive capital. He says that 
the banking problem is “. . . the relation of commercial 
banking to capital formation.”’’ He has admitted the 
theory and practice of shiftability, but is intent on going 
a step farther. What steps, in addition to the outright pur- 
chase of evidences of long time capital commitments, have 
commercial banks taken? 

Moulton sets up the test of efficient management to be 
the keeping of “ the reserve at all times as low as 
possible—consistently of course with safety.”’* As a matter 
of theoretical conception, the most efficiently managed bank 
would be that bank which kept no cash reserve at all, but so 
staggered its loans that exactly enough would be paid off 
ach day exactly to meet withdrawals or new loans. 
Obviously this is impossible, because a banker never knows 
the exact pressure of demand for cash he will be under on 
any given day. Moulton asks the question as to what 
degree of certainty a banker can depend upon his maturing 
loans, and answers his own question by saying: 

In practice, however, we find that commercial loans made to a 
bank’s own customers are by no means liquidated at maturity.!® 


Thus we discover that, by attempting to advance only 
short time capital, bankers in reality are committing these 
funds to long time fixed assets. A loan having been once 
made, there is no possible way for the banker to follow it 
through and see that it becomes only a part of the working 
capital. It is commingled with the borrower’s own funds 
to the extent that it cannot be segregated. In this way its 
identity becomes lost, and upon maturity an extention is 
granted because of inability to repay. This would call for 
a larger cash reserve, then, to be kept by the banker, for 
he cannot tell which loans will be paid and which ones will 
not. Moulton says: 


Data on the subject do not appear to have been anywhere 
assembled, but it seems probable that the duration of loans to such 


*Tbid., p. 706. 
"Ibid. 
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concerns is long rather than short.... The result of this is that a 
steady flow of funds into the bank from this source cannot be relied 
upon by any given bank in any given locality.'® 


As a matter of practical concern, loans and discounts 
do not necessarily represent the extension of short time 
credit. No doubt items in this classification originated as 
short time obligations, but such funds in many cases have 
been transformed from commercial credit to capital credit, 
which, though not necesarily “fixed” in capital assets, 
becomes of such importance in carrying on the business that 
without it the business cannot function. It may be said to 
have become “fixed working capital.” Moulton’s conclu- 
sions are that 


. we find that commercial banks not uncommonly supply permanent 
working capital to their customers, and that the commercial banking 
system, through the shifting process described, supplies permanent 
working capital to most lines of industry.?° 


This tendency decreases the liquidity of the bank, and at 
the same time increases the element of risk in the business. 
If the bank is not able to depend upon its maturing loans 
to replenish its reserve, it is in a disadvantageous position 
to calculate its reserve requirements. Also, if the pro- 
prietors of a business cannot among themselves contribute 
the requisite amount of capital to the business, and must 
necessarily continue to rely upon the banks for support, 
the business is in a precarious position, its solvency depend- 
ing upon the bank’s ability and willingness to “carry it”; 
and, in case it will not or cannot, the business will become 
insolvent, which will react to the disadvantage of both the 
borrower and the bank. 

In order for the banker to weigh these factors in a loan, 
it is necessary to make an extensive “credit analysis” of the 
prospective borrower. This analysis does not mean an 
examination of the financial position only of the borrower, 
but should be of a much broader scope. 


Some of the questions the banker should ask himself are: Is the 
business sound, legitimate and stable, or illegitimate and risky? Are 
the products or services such as to continue in popular demand? Do 


Tid. 
*Tbid., p. 731. 
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these products enjoy a favorable reputation in the trade? Is the 
volume of business advancing, declining or remaining stationary? Is 
the business well managed? Have the managers inherited the business 
or has it been built up by them? Is there a good cost system installed? 
If it is a chemical or electrical industry (or other industry where rapid 
advancement in the arts is being made), is there a research depart- 
ment? What is the percentage of returns to gross sales? What is the 
(1) range of fluctuation of gross profits? (2) ratio of net profits to 
net sales? (3) amount of earnings invested in the business by years 
for the last five years ?*! 


It is not necessary in all cases that information so 
detailed as this be obtained. The amount of personal 
information, too, is not obtained because this element in 
-itself is important, but more because it will throw light 
upon the management of the business. The purpose of 
such general questions is only one step in analyzing a credit 
risk. 

An internal analysis of the business must be made. All 
of the personal and generally informative questions might 
be answered satisfactorily, but still the internal condition of 


the company’s financial position might make a loan ex- 
tremely hazardous. 


In large financial centers analysis of the borrower’s financial state- 
ment is now regarded as indispensable to an intelligent extension of 
credit. Before the advent of the financial statement, the banker relied 
only upon his general knowledge of the borrower’s honesty and business 


ability.?* 

The balance sheet and income account of the business 
will tell its success or failure, within limits. The conditions 
of today make this necessary, in substitution for the per- 
sonal contact of the banker of years ago. At that time his 
personal contact supplied him with the information on the 
volume of sales, gross profit, inventories, competition, etc. 
Today it is necessary for the banker to know the same 
information, but it is read out of the financial statements, 
rather than through personal contacts. 

Today, in a bank of any great size, a separate depart- 
ment carries on the work of credit investigation and partial 
analysis. From the files derived from its activities, the 
officer making the loan is enabled to judge the desirability 
of the loan, and, on the basis of his knowledge obtained 


*Munn, Bank Credit, p. 49. 
Moulton, Financial ‘Organiz ation, p. 35. 
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through the files, and by personal conferences with the 
prospective customer, he draws his conclusions. 

The loan officer must have a considerable amount of information 
about each business—information too enormous in total volume to be 
carried in one man’s mind. The purpose of the credit department is 
to obtain, analyze and file information for the use of the loan officer 
on the debt-paying ability and credit needs of borrowers and prospec- 
tive borrowers. It is necessary to have this information if the bank 
is to make safe loans, and it is essential that it make sound loans if 
it is to remain in business.** 


Business demands have grown to the point now where 
it is impossible to carry on the creditor-debtor relationship 
without an enormous amount of fact and data analysis con-. 
cerning each borrower. As the needs of business for bank 
credit have grown, so have the means for measuring risk. 

During the past ten years there has been a tremendous increase 
in the attention paid to the technical analysis of financial statements. 
There are several reasons: the first of these is that the financial state- 
ment is the most important exhibit of record and achievement which 
the borrower can produce. A second reason for increased emphasis 
on the analysis of statements is a keen appreciation of their ability to 
reflect management capacity, and even, indirectly, management ethics.?* 


Credit analysis then goes beyond the mere comparison 
of figures, and, through the proper interpretation, can be 
used to check a borrower's oral statements with regard to 
such intangibles as policies. ‘The place of credit analysis 
assumes a most important role in determining whether or 
not a borrower is entitled to credit. One author, in consider- 
ing the importance of credit analysis, emphasizes the fact 
that every bank, no matter how small, should possess credit 
files of its customers, containing pertinent information. 

If this is done and the right policies are in force, losses on loans 
and securities can be kept at a minimum... .”° 


A proper analysis will draw to the surface the points 
in which the business may be developing a weakness. It 
will tend to stave off calamity in many businesses, and will 
either reduce or eliminate losses for the banker. Its im- 
portance cannot be overestimated. 

All national banks, and such state banks as can meet the 


*Trant, Bank Administration, p. 147. 
*Wall and Duning, Ratio Analysis of Financial Statements, p. 16. 
*Stronck, Eigelberner, Bank Loan Management, pp. 44-45. 
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requirements, are members of the Federal Reserve System. 
This is important, for it is a place, not necessarily of last 
resort, but often so in liquifying a bank’s position. When a 
bank’s cash reserve is low and the theory of capital forma- 
tion appears to be operative, or markets are such that a 
disposal of any portion of the investment account is inad- 
visable, thus reducing the expected or necessary inflow of 
funds, recourse may be had to the Federal Reserve Bank, 
through the process of rediscounting loans and discounts. 

The exact time of a diminished cash reserve can never 
be calculated by the bank, and, as a consequence, paper 
which will be eligible for rediscount becomes a buffer with 
which to meet unexpected demands. However, all eligible 
paper may not be acceptable. 

The extent of a bank’s eligible paper is important, since it 
measures the ability of the bank to obtain accommodation at the 
reserve banks in time of need.... A given note or bill of exchange 
may fall into the class of eligible paper, and yet be unacceptable. . 

If the note is over $5000, the reserve bank will require a financial 
statement of the borrower’s business to turn over to its own credit 
department for analysis.°° 


A bank can never be too complacent, even with eligible 
paper in its portfolio, for there is a distinction between eligi- 
bility and acceptability. There is no question but that, 
technically speaking, much poor paper, from a credit stand- 
point, may be eligible, and also much good paper, from a 
credit standpoint, may not be acceptable. This leaves the 
banker then in a dilemma. On what basis is he to decide 
whether or not reserve accommodations are open to him? 
If all eligible paper is not acceptable, it reduces his depend- 
ency to the basis of holding acceptable paper. All he can do 
is to estimate what is acceptable and what is not through his 
previous experience with the bank. This leaves the banker 
in a vulnerable position, for though the Federal Reserve 
would probably seldom turn down an indisputable good 
piece of paper, still it might, due to the differentiation 
between eligibility and acceptability. 

Another hindrance to passive dependence upon eligible 
paper for ultimate liquidity is the fact that the Federal 
Reserve Bank may require, at times, additional or “mar- 
ginal” paper. The Federal Reserve Act imposes the duty 


“Bradford, op. cit., pp. 245-246. 
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on the board of directors of impartial administration, but 
with “due regard for the claims and demands of other mem- 
ber banks.’** This leaves a vast amount of discretion to 
the board, for it has the advantage of knowing the con- 
dition of every other member bank, whereas the applicant 
knows only its own condition, and such a procedure may 
be used in requiring “marginal” paper, as a depressant 
against a member’s inflationary tendencies. However, the 

. . most frequently named purpose of the Federal Reserve banks in 


insisting on marginal collateral when discounting eligible paper, is to 
increase protection to themselves.*® 


Regardless of the reasons given by the reserve author- 
ities, the ultimate result is a diminution in the amount of 
free paper depended upon to bolster a diminishing reserve 
position. Although eligible paper is a bulwark in times of 
stress, still it cannot be depended upon, dollar for dollar. 

Bank credit extension is inseparably connected with its 
earning assets, as the latter is largely the result of the 
former. Loans and Discounts, being an extension of bank 
credit, while creating a deposit liability, also at the same 
time become earning assets, the maturing of which is relied 
upon for an inflow of funds. Bank liquidity is in turn 
closely connected with the character of the earning assets, 
for liquidity depends upon the ability to transfer, shift or 
liquidate these assets. 

In plain language, banking liquidity means ready convertibility 
at any particular moment of banking assets into cash. It is obvious 
that in the case of leisurely liquidation, practically all of the assets 
of a bank may eventually be turned into cash at the values given in 
the bank statement, but it is equally obvious that many of these assets 
do not have the ready, almost instantaneous, convertibility that assures 
bank liquidity. The latter is an attribute that pertains primarily to 


the bank’s loans and investments, though not in equal degree to all 
of them.*® 


In turn, losses in these assets are closely bound up with 
the collectibility of loans and discounts, and the prices of 
bonds at which they can be shifted in times of stress, for, 
though the book value of the maturing or liquid assets may 





Federal Reserve Act, as Amended 1927, Art. 8, Sec. 4. 

Westerfield, “Collateral at Federal Reserve Banks,’ American Economic 
Review, March, 1932, p. 43. : 
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well exceed even a normal demand for withdrawals, still 
their value to the bank is determined by the price they will 
command in the market. Loans, discounts and investments 
have varying degrees of liquidity. This will depend in large 
degree upon the type of markets available, the class of loan 
or investment, and myriad other factors. Although it is 
always of prime importance to keep a bank liquid, it is of 
utmost importance in times of stress or depressions. At 
such times it has been the experience that security and 
financial markets are disorganized, and that the transfer 
of assets is made at low prices resulting in large losses. 

In addition to this loss due to a transfer at a disad- 
vantageous time, is the question of loans and discounts 
“freezing.” Stronck and Eigelberner, in their study of 
Bank Loan Management, state their conclusions as follows: 


Based on the study of a considerable number of concerns in this 
category the real reasons for failure . . . are the following: 
1. Unsound financial policy. 
2. Managerial capacity. 
Ineffective organization. 
Economic limitations. 


The first three of these causes might be called internal, 
or those arising within the business. The last cause might 
be called external, due to causes arising without the busi- 
ness. The internal causes of business failure, and hence 
frozen loans, are due to conditions which can be corrected 
if sufficient attention is paid to the loan after it is granted. 
The banker can bring pressure to bear upon the commercial 
borrower to reorganize the methods tending to destroy its 
liquidity or else refuse to grant the loan or an extension. 
After the loan is granted, sufficient attention should be 
given to the business to insure the proper method of opera- 
tion, else the banker may find either that he is contributing 
to “capital formation,” or that the funds have been so 
inefficiently handled that they have been dissipated; which 
in either case results in a non-liquid condition, and may 
result in a loss. 

The banker can also anticipate to some extent the 
manner in which external conditions are liable to affect the 
loan. Although he has no direct control over these causes, 


*Stronck, Eigelberner, op. cit., p. 165. 
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he still can weigh the future of the business in the light of 
the probable trend in the industry. 


There are economic hazards in every business. ... The principal 
economic hazards relate to the product, the location of the business 
and the character of buildings and equipment. . .. Failure to give 


proper consideration to the functions of market research and design 
is a danger signal, regardless of present earnings history.*! 


Even though the banker has no control over these eco- 
nomic limitations or external causes, investigation of the 
proper type would reveal to him the trend of the particular 
borrower’s business. Appreciating the trend, it would not 
be difficult for him to compare its status with that of the 
industry in general. It would be folly to grant a loan to a 
borrower operating a business in an industry making great 
technical advances, where the borrower retained no research 
department at all. Losses due to such external causes, 
while they cannot be wholly eliminated, can be minimized 
by a proper analysis of the business. “Frozen loans” would 
be less frequent in such cases, and liquidity could be more 
sasily maintained. 

It has been observed that the source of income for a 
bank is derived from the returns on its earning assets. 
Among these earning assets the two most important types 
are loans and discounts, and investments. The former 
arise mainly out of the bank’s accommodation of its cus- 
tomers in extending loans for working capital purposes. 
Although these loans and discounts are presumed to be in 
liquid types of commitments, a general practice has grown 
up in American banks of renewing these loans indefinitely, 
so that actually the banks are supplying a_ substantial 
portion of industry’s permanent working capital. Further- 
more, changes in conditions may leave the bank in the posi- 
tion of being the holder of a “frozen obligation.” This may 
arise because of the conduct of business or because of the 
manner in which outside conditions may affect the business. 
The former is more or less under the control of the banker, 
and, whereas the latter is not, if he is sufficiently astute, 
he may, by proper analysis of the business, determine the 
degree of safety with which the loan can be granted. 

The investment portfolio of a bank is made up of long 
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time obligations of government and corporation bonds. 
These are purchased to add earning capacity to the bank’s 
assets, and also as a sort of buffer, in that the bank has 
control over the liquidation of this type of commitment. 
It does not, however, have control over the price at which 
the shifting may be made, and, because of this fact, dis- 
crepancies between the book value and the price obtained 
may result in losses. 

The earning assets of a bank are inseparably connected 
with its liquidity. The question of maintaining liquidity 
is vital to the continued operation of a bank, for it must be 
prepared to meet demand liabilities from the extension of 
credit over a period of time. The most liquid position 
would be the case of a bank with no loans, discounts or 
investments, but with cash only. This is impractical, for 
not only would earnings be insufficient to defray expenses, 
but also the most significant operation, credit extension, 
would be defeated. To justify itself, a bank must make 
credit extensions. The resulting loans and discounts can be 
liquidated only by repayment at maturity, or by rediscount- 
ing at the Federal Reserve Bank. ‘The limitations as have 
previously been reviewed are the inability of the creditor 
to pay the loan, and the fact that all eligible paper is not 
acceptable. On the other hand, the investment securities, 
excepting governments, must be sold in order to liquidate 
them. The feasibility of such liquidation is commented 
upon by the National Industrial Conference Board, as 
follows: 


Banking liquidity is maintained in the first instance by the bank’s 
own investments in securities, over which the bank has absolute control, 
so far as a ready market is accessible. ... Among the securities held 
by banks, the issues of the United States Government hold first place 
from the point of view here under consideration. They are usually 
separately noted in bank statements, not only because they enjoy the 
readiest marketability, but also because they are eligible as collateral 
for fifteen-day borrowing of member banks from the Federal Reserve 
banks. . . . Other security investments of the banks may also be com- 
paratively liquid, if they are sufficiently seasoned on the securities 
market to be universally recognized as sound investments, and if the 
security markets are generally strong and active. If, however, security 
markets are weak and receding, such investments may complicate the 
problem of bank liquidity.* 
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In addition to a bank’s cash resources, it must always 
have available sufficient earning assets, either maturing or 
‘apable of liquidation, which will supply the additional 
funds necessary, at the time needed. The ability to shift 
from earning assets to cash with which to meet demands 
is the measure of liquidity. 

The enunciation of the “classical” and “modern” theories 
of bank credit extension is not new. It is only a recogni- 
tion of the principal problems involved in employing bank 
funds, and the merit of either or all must rest upon the 
particular case in hand. Thus, it will not do to say that 
no loan should be renewed, in speaking of the modern 
“capital formation” theory, any more than it is justified to 
condemn all bond purchases, because the “theory of shift- 
ability” may not stand the test. But it is important that 
bankers not only have a knowledge of these theories, but 
also that they thoroughly understand the eventual effects 
of these particular types of forces, once they have been set 
in motion. If a complete understanding is had concerning 
them, at least one forward step will have been taken, which 
will do much to clarify the problem. 

Another question of vital force, and one too often lost 
sight of, is that the ultimate liquidation of an advancement 
is no less important than making the commitment. In 
other words, it is just as important to get out of a loan as 
it is to make the loan. Now, anything less than cash is 
exactly what a banker does not want. His interest is 
mainly centered in continuously being able to meet his 
liabilities which are substantially demand claims. Were 
unrestricted choice at his disposal, he would retain only 
cash to meet the concerted creditors’ demands, which might 
materialize at any moment. But such a course, from a 
practical standpoint, is not available. Expenses, as well 
as capital compensation, must be earned, and idle dollars 
will not produce the necessary revenue. Resort must be 
had, then, to the employment of the funds to cover these 
charges. Such a need gives rise to: first, loans and dis- 
counts; and, second, long term investments. A decision to 
make these commitments is not primarily dictated by the 
desire to employ the funds, but rather the funds are put to 
use because it is necessary to produce income. This necessi- 
tates the changing of cash into claims to cash at future 
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dates. ‘The banker is then in possession of that which is 
less desirable than cash, but which is not only a necessary 
incident to proper banking, but its main function. How- 
ever, at this point his primary interest changes from the 
need of extending credit to the need of ultimate liquidation 
at maturity. 

The question of ultimate liquidation is of particular 
significance in the purchase of long term securities. A 
security which is purchased upon a justifiable record will 
not necessarily retain its merit. Unless a regular and 
systematic check is maintained, developments may occur to 
impair its status as an investment. Danger signals will, 
in all probability, be recorded which will be sufficient warn- 
ing to the astute. On such occasions, where the signs are 
unmistakable, or repeated, a shift should be made, either to 
avoid any loss at all or to avoid further losses. Unless such 
steps are taken to protect the commitment, the distance 
between the original amount expended and that recovered 
will widen, and the cash assumed to be available will have 
vanished. 

Interest in this study lies largely in the way out of 
credit extensions, once they have been granted. To be sure, 
this does not exclude the importance of making careful 
commitments, but losses do not ordinarily occur in granting 
extensions, but accrue at the time of liquidation. It is this 
evaluation at the maturity of the loan which is too often 
ignored. It is not maintained that the degree of ability 
of repayment at a future date can be ascertained with exact- 
ness. What does loom important, however, is that losses 
occur, not at the inception of the loan, but at its maturity, 
and that at least much diligence (if not more) is required 
as the maturity of the loan is approached as was exercised 
at the time the commitment was entered into. 

It is not intended that the preceding pages be too 
elementary. However, there is no little merit in recogniz- 
ing a problem, and a groundwork for an attack upon it can 
never be properly laid until the problem has been isolated 
and clarified. It has seemed, therefore, that a discussion of 
the framework of bank credit extension and its possible 
effects is not out of order. 
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Debate Over Deposit Guaranty— 


Association Opposes It — Code 


of Fair Trade Practices Unanimously Adopted —Things 
That Were Missed — New General Counsel 


OT for years has there been such 
N harmony in the ranks of the 

American Bankers Association 
as there was at this convention. Year 
after year the association has been 
divided on one question or another. 
Usually it has been the question of 
branch banking in one of its many 
forms. And usually the division has 
put the big city banks on one side of 
the question and the small country 
banks on the other. 

This year branch banking was pushed 
into the background. Big and little, 
the banks found themselves rallying to 
fight a common menace—the guaranty 
of bank deposits. It is a melancholy 
commentary that the association has 
never been able to present such a solid 
front in favor of any positive action 
as it is able to muster this year in 
opposition to a law already on the 
statute books. 

The national banks and the trust 
companies (which include the larger 
banking units) are opposed to deposit 
guaranty because they will have to pay 
assessments to cover losses sustained by 
the failure of other banks. The smaller 
banks (most of them state chartered 
institutions) are opposed to it because 
eventually the law would bring them 
all into the Federal Reserve System and 
thus virtually eliminate state banking 
systems. This possibility has rallied 
-even the state secretaries (who usually 
are neutral in such disputes) to oppose 
the law. For, if the state banking 
systems disappear, so will the state 
associations, and no secretaries will be 
necessary. 

Under should 


conditions, it 


these 
occasion no surprise that, while deposit 


guaranty found no place on the formal 
program of any division, it was dis 
cussed by virtually every speaker. In- 
variably the remarks were unfavorable 
to the idea, both in general and in its 
specific application. 

GUARANTY LAW FINDS DEFENDERS 

In spite of this solid front on the 
part of the leaders, the deposit guaranty 
law did not go entirely undefended. In 
the State Bank Division, where a forum 
discussion was encouraged, the majority 
of impromptu speeches were in its 
favor, and many cogent arguments for 
it were advanced. .This forum (one 
of the most interesting meetings of the 
convention) is reported in some detail 
elsewhere in this issue: 

Moreover, the representatives of the 
Government who spoke before the con- 
vention gave no support to the idea 
that deposit guaranty might be delayed 
or abandoned. Comptroller O'Connor, 
emphasizing that, whether distasteful or 
not, the law must be obeyed, told of 
the preparations his office is making for 
the functioning of the guaranty opera- 
tion. He gave force to this by announc- 
ing in his speech the appointment of 
the two men who will serve with him 
as directors of the corporation: Walter 
Joseph Cummings of Chicago, IIl., now 
serving as executive assistant to the 
Secretary of the Treasury, and E. G. 
Bennett of Ogden, Utah. 

Jesse H. Jones, chairman of the 
Reconstruction Finance Corporation, 
was plainer spoken. He said, “Those 
of you who think you are going to get 
rid of deposit insurance at the next 
session of Congress simply do not know 
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your Congress.” Eugene R. Black, 
Governor of the Federal Reserve Board, 
took the same attitude as Comptroller 
O'Connor, “as far as the board is con- 
cerned, it is the law.” 

THE 


ASSOCIATION ACTION 


In spite of these warnings, the gen- 
eral convention adopted the following 
resolution on the subject: 


“We recommend to the national 
Administration at Washington that it 
seek means for postponing the initiation 
of deposit insurance which under the 
provisions of the Banking Act of 1933 
would be put into operation at the 
beginning of 1934. 

“The American Bankers’ Association 
hereby records its deliberate judgment 
that the dangers involved in attempting 
to initiate at the beginning of 1934 the 
provisions for deposit insurance con- 
tained in the Banking Act of 1933 are 
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genuine and serious. It holds that 
the whole project for deposit insurance 
embodied in that law should be recon- 
sidered, and it reiterates its conviction 
that the postponement of the first phase 
of the project is of first importance.” 

Finally, President Sisson appointed a 
committee of twenty-four members (two 
from each Federal Reserve district), 
under the chairmanship of Robert V. 
Fleming, president, Riggs National 
Bank, Washington, D. C., and second 
vice-president of the associaticn, to “co- 
operate on proposed banking legislation 
looking toward the restriction of the 
Banking Act of 1933.” 


CODE READILY ADOPTED 


It was something of a surprise to 
see the question of deposit guaranty 
so completely occupy the center of the 
stage. Pre-convention gossip in banking 
circles had led to the belief that the 





R. S. Hecut 


Chairman of the board of the Hibernia National Bank, New 
Orleans, La., and first vice-president of the American Bankers 
Association 


real fireworks would be provided when 
the convention came to adopt a “Code 
of Fair Competition” to be submitted 
to the National Recovery Administra- 
tion for approval. 

But this subject provided no material 
for discussion—at least not in the ses- 


sions. Differences, if there were any, 
were threshed out in commitee, which 
did its work well. The code, when 
presented to the convention, was 
adopted without debate and without 
a dissenting vote. 

This happy result may have been 
due to the great freedom of action 
‘provided for in the code. It specified 
that hours of banking, service charges, 
interest rates (subject to the regulations 
of the Federal Reserve Board) should 
be fixed by clearing-house associations, 
county groups or state association. 
Thus it avoided attempting to do what 
would have been a most difficult task— 


setting up standards which would be 
satisfactory to every section of the 
country. 

The full text of the code adopted is 
printed elsewhere in this issue. Accord- 
ingly, we are making no attempt to 
summarize it here. 


NOTABLE OMISSIONS 


Naturally, with so much attention 
devoted to two subjects before and at 
the convention, it is to be expected 
that others would be neglected. There 
were two other matters that one would 
normally have expected to receive a 
good deal of attention from such a 
gathering of bankers. They are closely 
allied—indeed so closely that in the 
public mind they stand as one. We 
refer to the suspension of the gold 
standard and the constant threat of 
inflation of credit or currency. 
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guardians of the nation’s 


Bankers, 
credit, might reasonably have been ex- 


pected’ to discuss these questions at 
least. No one should know better 
than they what are the dangers of 
inflation and debasement of money 
values. Nor is there any other group 
that has a more direct and vital interest 
in maintaining sound financial policies. 

Yet these subjects were not referred 
to, even in passing, in any of the 
addresses before the convention or its 
divisions. Only in the reports of the 
Economic Policy Commission and the 
Resolutions Committee were they men- 
tioned, and even then in guarded ‘and 
equivocal terms. Said the Economic 
Policy Commission: 

“Since your commission last reported 
to the association this nation has sus- 
pended the gold basis for its currency 
and has enacted permissive legislation 
providing for inflation. Our whole 
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monetary system is now in a condition 
of transitional experimentation. Under 
these circumstances we must for the 
present limit our comment to taking 
cognizance of this situation without 
entering into discussion of the issues 
involved, and without making recom- 
mendations, or attempting to formulate 
principles. We do make record here 
of our conviction that this nation must 
steadfastly hold te the ideal and retain 
the aim of establishing a policy and a 
system of sound money in which all 
people at home and abroad will have 
enduring confidence.” 

The resolutions were even 
cautious. This is what they said: 

“Tt is clearly true that this nation 
cannot continue indefinitely to carry on 
its business affairs with a monetary 
system in so unsettled a state as it is 
in at present. The American Bankers 
Association is of the opinion that the 


more 
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vastly important problems of money 
and banking and central banking, that 
are pressing for solution and settlement, 
should be considered together and -in 
relation to one another, and not sepa- 
rately and piecemeal. 

“We believe that they should be made 
the subjects of searching and careful 
study by a Federal Commission ap- 
pointed to report on them and to draft 
suggested legislation, and empowered to 
secure such testimony and advice, and 
to employ such technical assistance as 
may be deemed necessary to carry the 
work through to conclusion in the most 
competent manner. This undertaking 
would entail prolonged effort, but we 
recommend that it be initiated, and 
pending its outcome we commend to 
the Administration and to Congress 
the advisability of refraining from ex- 
perimental amendments to our banking 
legislation, and from _ experimental 
manipulations of our monetary system.” 

The most serious omission, however, 
was unpreventablee A. A. Berle, 
special assistant to the Reconstruction 
Finance Corporation, and frequently re- 
ferred to as a member of Roosevelt's 
“brain trust,” was scheduled to speak 
before the general convention on “Some 
Essentials of a Sound Banking System.” 
Those who had heard him speak before 
the New York State Bankers Associa’ 
tion a few months ago were looking 
forward to this address. It was a 
matter of keen regret, therefore, when 
President. Roosevelt asked Mr. Berle, a 
few days before the convention, to go 
to Cuba, as financial and economic 
adviser to the embassy there. 


MISCELLANEA 


No convention, however, can confine 
itself entirely to great questions—any 
more than an individual can live always 
on a high and strenuous plane. The 
small details which keep the machinery 
working smoothly must be attended to, 
as well. There were a _ considerable 
number of such events at this conven- 
tion. We have thought it wise to 
collect them all in one place, rather 
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than report them -separately in each 
division and meeting as they occurred. 

One of these was the following com- 
ment by the Economic Policy Commis- 
sion: 

“Much. confusion has resulted from 
the new provisions [of the Banking 
Act of 1933} relating to the removal 
of double liability from the owners of 
new stock in national banks. As these 
are now construed a bank may have 
part of its stock still retaining the 
double liability and part free from it, 
while the same community may have 
some banks with stock carrying the 
double liability and others with stock 
not carrying it. Clearly these condi- 
tions need modification.” 

Another was the report of the ex- 
ecutive council, which noted: 

The voluntary reduction of salaries 
of employes of the association. 

The discontinuance of the issue and 
sale of A.B.A. Travelers’ Cheques. 

The election of Delos J. Needham, of 
Cleveland, O., as general counsel, to 
succeed Thomas B. Paton, deceased. 


DELOS J. NEEDHAM 


Mr. Needham was born in Lancaster, 
Wis., in 1885. For his education he 
went to the Pacific Coast, receiving an 
A.B. from the University of Washing- 
ton, Seattle, Wash., in 1907, and an 
L.L.B. two years later. He seems to 
have had more than usual interest in 
educational matters, for he taught in 
the Bremerton High School, Bremerton, 
Wash., in 1909-10, and in 1916 did 
special work in the law school of the 
University of Michigan. 

After three years at special work 
in the land department of the Northern 
Pacific Railway, Tacoma, Wash., he 
established his own law practice in 
1913 and continued thus for five years. 

In 1918 he turned to the type of 
work which he has followed more or 
less constantly ever since (with a brief 
interlude in the U. S. District At- 
torney’s Office). From 1918 to 1920 
he was office counsel of the Cleveland 
District Ordnance Office of the War 
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Department. Since 1922 he has been 


office counsel of the Central United 
National Bank, Cleveland, O. Thus 
he comes to the A.B.A. fortified with 
some 13 years of experience in legal 
counseling work, most of it in the 


banking field. 


FAIR FURNISHES ENTERTAINMENT 


There remains only one feature of 
the convention deserving of comment. 
That is the entertainment program. It 
was conspicuous this year by its short- 
ness. It consisted only of a luncheon 
and style show for the ladies, and a 
golf tournament for the men. That 
was all that was necessary. For was 
there not the Century of Progress Ex- 
position to be seen? Certainly some of 
the delegates went to see the fair, for 
it occasionally cropped into their im- 
promptu remarks before the various 
meetings. It is a reasonable conclusion, 
moreover, that the fact that the out-of- 
town attendance this year was larger 
than usual is a tribute as much to the 
pulling power of the exposition as to 
the interest in the convention. 

Captain John W. Gorby, welcoming 
the delegates at the first session of the 
general convention, assumed that most 
of them would be visiting the exposi- 
tion. Knowing their predominant in- 
terests, he told them a little of the 
financing which would not be seen 
among the exhibits. 

“As financial leaders of a great na- 
tion,” he said, “you will pause to inspect 
a $30,000,000 show which, aside from 
our bonds, opened free of debt four 


days ahead of schedule time; which. 


marketed its $10,000,000 in bonds of 
gold notes at par in a declining market; 
which sold more than ‘$5,000,000 worth 
of exhibit space for cash before open- 
ing date; and which negotiated a total 
of more than $5,000,000 in concession 
contracts. All these objectives were at- 
tained without the aid of a public sub- 
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sidy—the first international exposition 
to be entirely privately financed.” 

The executive council reported the 
receipt of two invitations: from Wash- 
ington, D. C., for the 1934 convention; 
and from New Orleans, La., for the 
1935 convention. The president and 
the executive managers of the associa- 
tion were empowered to accept or 
decline these invitations. 


Ea 


SOLVENCY RATHER THAN 
LIQUIDITY 


SOLVENCY rather than liquidity will be the 
criterion for membership applied by the new 
Federal Bank Deposit Insurance Corporation. 
according to an announcement made by 
Walter J. Cummings of Chicago at the time 
he was appointed to the corporation's board. 
Mr. Cummings stated that he planned to 
recommend to the directorate that each bank 
be judged on its own merits and according 
to its position in its particular community, 
rather than by any uniform rule. In ex- 
planation of this statement, he said that a 
bank in a small town must, in order to serve 
its community, make loans on local real estate 
to small business men and industries; the 
security for these loans may be worth 100 
cents on the dollar in that community, while 
in other communities they may be worth 
much less. Every bank to gain membership 
will have to have sufficient assets to pay its 
depositors in full, although it may be unable 
to meet fully capital and other liabilities. 

Mr. Cummings scored the current feeling 
that banks which obtain funds from the Re- 
construction Finance Corporation are weak, 
and pointed out that when the R. F. C. has 
invested money in a bank it naturally watches 
to see that the bank is properly managed. 
“Investment in preferred stock of a bank by 
the Reconstruction Finance Corporation 
should be an advertisement for the bank,” he 
declared. He also expressed the belief that, 
once the insurance plan has begun to func: 
tion, it will win the approbation of the 
bankers. é 

Mr. Cummings, who ‘was born in Chicago 
in 1879 and educated at Loyala University, 
came to Washington last March at the re- 
quest of President Roosevelt. As a result of 
plans which he submitted for restoring a large 
number of banks to solvency, he was on April 
8 appointed executive assistant to the Secre- 
tary of the Treasury in charge of the closed 
bank situation. 
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The General Sessions 





The New Importance of Government — More Loaning Is Urged 
on Banks — Cautious Attitude Toward Idea — Cus- 
tomer Education for Better Banking — Progress 


HE general sessions of the Ameri- 
can Bankers Association this year 
may well be used by future bank- 

ing historians as an example of the trend 
of the times. They reflected, in striking 
fashion, the developments of the past 
year, and particularly those of the last 
six months. Seldom in our history as a 
nation has there been a greater quantity 
of legislation passed than between March 
and July of 1933. Never has the legis- 
lation been so sweeping in character. It 
has projected the Government influence 
into the banking business—and every 
other business, for that matter—to 
greater lengths than ever before. 

This fact was reflected in the pro- 
grams of the meetings held on Septem 
ber 5, 6 and 7. Of the six scheduled 
speakers, three were Government finan- 
cial officers, and a fourth was a special 
adviser to one of the Government finan- 
cial agencies. Of the five speeches de- 
livered (for one of the speakers was not 
able to be there) four were devoted to 
various aspects of the relation between 
banking and Government. 

Gone was the rallying cry of ten or 
eleven years ago: “Less Government in 
business; more business in Government.” 
Gone were the quibblings of seven or 
eight years ago over branch banking. 
Gone was the generous interest of two 
years ago in the problems of other in- 
dustries, such as automobiles and farm- 
ing. Gone was the demand of a year 
ago for Government economy and lower 
taxation. Gone, in short, were all the 
elements of individualism that were 
characteristic of other conventions. 

In their place was an eager, but 
critical, interest in the new relation be- 
tween the Government and the banking 
business; a desire to learn what was ex- 
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of Deposit Guaranty Corporation 


pected of them and see whether it could 
be done without departing from the 
traditions of sound banking; a deter- 
mination to adjust themselves to new 
conditions and new legislation—though 
without relinquishing the right to exert 
themselves for the modification of both 
conditions and legislation when it seems 
the policy of wisdom to do so. Presi- 
dent Sisson expressed it well, as “a sense 
of human responsibility and social serv- 
ice which this new order is forcing 
upon us.” - 

Mr. Sisson spoke at considerable 
length along this line and in defense of 
banking in general, but, since his address 
is reprinted in full elsewhere in this 
issue, we are giving no summary of his 
remarks in this section. 


ROOSEVELT ASKS LOANS 


The first session began with the read- 
ing of a letter from President Roosevelt, 
containing the usual flattering greetings, 
the usual comment on the Government 
program—and these additional remarks: 

“We still have much to accomplish 
in making credit facilities adequate for 
the national recovery we are bringing 
about. The banks must play an impor- 
tant part in making increased loans to 
industry and commerce. 

“After a period of drastic liquidation 
such as we have experienced, it requires 
unusual courage and judgment to ap’ 
praise security and extend credit. The 
vital importance of helping the wheels 
of industry to turn by putting savings to 
gainful use must receive increasing and 
immediate attention. 

“Loans can and will be made. I 
want you to know that we rely on your 
organization for its co-operation in fur- 
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thering the free flow of credit so essen- 
tial to business enterprises, whether they 
be large or small.” 


CREDIT ESSENTIAL TO RECOVERY PROGRAM 


This furnished an excellent introduc- 
tion for the remarks of Jesse H. Jones, 
chairman, Reconstruction Finance Cor- 
poration, Washington, D. C., on the 
subject of “Preferred Stock for Banks.” 
Taking his cue from the President, Mr. 
Jones began: 

“Banks must provide credit to accom- 
modate agriculture, commerce and in- 
dustry based on a going country. Other- 
wise the Government will have to do so. 
There will be no other course.” The 
greatest obstacle the NRA program has 
encountered is the failure of banks to 
extend sufficient credit to NRA employ- 
ers. Banks do not realize that the period 
of liquidation is over. Some of them 
are still maintaining 40 or 50 per cent. 
liquidity, which prevents them from tak- 
ing a constructive part in the recovery 
program. “With deposit insurance, 
there will not be the occasion for such 
extreme liquidity. . . . 

“We have made mistakes enough, and 
in all probability will make just as many 
in the future, but let us not make the 
mistake of continuing the policy of dry- 
ing up credit and forcing the Govern- 
ment further into the lending business. 

“For more than a year many bankers 
were insisting that it was not liquidity 
that the banks needed, but capital, and 
that the Government should provide 
banks with capital. 

“Congress accepted the suggestion, 
and authorized the R. F. C. to buy or 
lend upon preferred stock in both state 
and national banks. Where preferred 
stock in state banks is not authorized by 
the state law, capital notes may take the 
place of preferred stock ranking as pre- 
ferred stock would rank. 

“Congress went the whole way, and 
we now find ourselves endeavoring to 
persuade banks to avail themselves of 
the opportunity to supplement their 
capital.” 

This capital; Mr. Jones suggested, 
would increase the lending powers of 
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the banks and: enable them better to 
assist in the recovery program—with 
Government funds. What is holding 
back lending now is fear, fear of recur- 
rence of conditions through which the 
country has just passed. But one way 
to avoid a recurrence of the depression 
is by helping the recovery program, and 
the way to avoid more bank failures is. 
for every bank to bulwark itself with 
ample capital. 

Dividends on the preferred stock 
which the R. F. C. takes, he commented, 
while cumulative, are payable only as 
and when they can be paid from earn- 
ings. 

“Naturally, in the increase of the 
capital stock of any bank,” continued 
Mr. Jones, “whether preferred or com- 
mon, the new stock must first be offered 
to the present stockholders. Any unsub- 
scribed portion can be taken by the 
R. F.C. The R. F. C. will either in- 
vest in preferred stock and capital notes 
or will lend upon them. Preferred stock 
can be converted into common, and 
when business reaches a normal state 
again and the added capital is no longer 
needed, the stock can be retired. It 
may be retired at any time, all or in 
part, without premium. 

“To date, our subscriptions and our 
commitments for loans on_ preferred 
stock and capital notes aggregate $123,- 
000,000 in 117 banks and trust com- 
panies. In addition, we have 200 ap- 
plications now in examination, and more 
than 400 additional inquiries. 


URGES A. B. A. SUPPORT 


“The American Bankers Association 
can render a very great service in the 
present situation if, in addition to en- 
dorsing the President’s recovery pro- 
gram, it will recommend to all banks 
that they give the most favorable con- 
sideration to the banking and credit 
needs of their respective communities, 
and unreservedly advise the issuance of 
preferred stock, to be subscribed for, all 
or in part, by the R. F. C. President 
Roosevelt recommends it, Secretary 
Woodin recommends it, the Federal Re- 
serve Board recommends it, the Comp- 
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troller of the Currency recommends it 
and all state banking commissioners from 
whom I have heard recommend it.” 
“Be smart for once,” he urged. “Take 
the Government in partnership with 
you and then go partners with the 
President in the recovery program 
without stint. Not merely by 
raising the salaries of a few underpaid 
clerks, but in providing credit and per- 
forming the normal functions of a bank. 
Not loose credit, or unsound credit— 
no one expects that—but credit that can 
be put on a safe basis if the banks will 
really try to find a way to make it so.” 


PUTTING MONEY TO WORK 


To the same effect spoke Eugene R. 
Black, Governor of the Federal Reserve 
Board, in his address “Forward,” which 
immediately followed. Governor Black 
began by recounting the events which 
led up to the “banking holiday” of six 
months previous, the declaration of the 
holiday, the passage of the Emergency 
Banking Act, the President’s radio ad- 
That is 
history. What lies in the future must 
now have attention. The job now is to 
devise and execute a banking and credit 
policy which will promote recovery. 

This does not involve any question of 
additional currency. It does not involve 
additional circulation. It does, however, 
involve finding a job for money.’ “Dur- 
ing the period of fear and hoarding,” 
Governor Black said, “there was $2,- 
000,000 more money in circulation, that 
is, money outside the Treasury and the 
reserve banks, than there is now—but 
it was frightened or hoarded money, 
locked up in safety deposit boxes or the 
vaults of banks—idle money, ineffective 
money—not money at work. Circula- 
tion ought to be and will be increased 
just as soon and as fast as recovery gives 
it a job to do.” 

The Government is already making 
mighty efforts to put money to work. 
It has paid $120,000,000 to Southern 
farmers for cotton acreage reduction, 
$50,000,000 to Western hog raisers to 
cut down the number of small pigs on 
farms; appropriated $3,300,000,000 for 


dress, the re-opening of banks. 
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additional public works; set up the ma- 
chinery for loaning $2,000,000,000 each 
on farm mortgages and homes. All these 
projects are putting dollars to work. 
The National Recovery Administration 
is working toward the same end. It 
now remains for the banks to co-operate. 
This is where the question of banking 
policy becomes important. 

“There is nothing hidden about Re- 
serve Bank policy,” said Governor 
Black. “We are trying to force money 
to seek investment, to find employment, 
to go to work in behalf of industry, 
commerce and agriculture—our open 
market operations are all to that end. 
We are trying to keep step with every 
legitimate demand for credit within the 
realm of the full recovery program. I 
think the banks’ problem is the same as 
ours and the banks’ policy should be 
the same. I wouldn't ask any bank to 
make any loan that in the judgment of 
its officers it should not make—but I do 
think that in the new era we must get 
away from an exclusive investment or 
collateral lending policy and get back 
to a basis of commercial lending.” 


PROMISES ACTION ON BANKING LAW 


Turning then to a consideration of 
the Banking Act of 1933, Governor 
Black had this to say: “It has been my 
province to accept the Glass bill as 
the law. It greatly enlarges the powers 
of the Reserve Board to curb excessive 
speculation, and those powers will be 
fully employed. It gives the board 
jurisdiction over relations with foreign 
banks, and that jurisdiction will be 
maintained. It gives the board discre- 
tionary powers on the matter of certain 
procedure of investment affiliates, and 
those powers will be exercised. It in- 
structs the board to prevent payment 
of interest on demand deposits, and it 
will be prevented. It instructs the 
board to fix the interest rate on all 
time and savings deposits; this has been 
done by fixing a national maximum rate 
of 3 per cent. upon both time and sav 
ings deposits and leaving free the 
autonomy of each bank in fixing its 
own rate within that limit.” 
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As for the guarantee of deposits 
provision “its success or failure in the 
purpose for which the law was made 
admittedly must depend upon the 
quality of its enforcement. If it is 
administered ably and honestly, as I 
deem it will be, it should be a menace 
to no bank or group of banks, and a 
protective measure to all banks. The 
law fixes the condition of membership 
upon the possession by each applying 
bank of assets adequate to meet its 
liabilities to depositors and other credi- 
tors. . . . I can only speak for the 
board, and for it I am free to pledge 
you that banks admitted by it into this 
corporation will comply with the re- 
quired condition. .. . 

“I have reported fully to you on 
our problems,” he concluded, “and I 
bespeak your help in their solution just 
as I pledge you our best efforts in the 
solution of yours.” 


LACK OF ENTHUSIASM 


These exhortations to lend more freely 
were not received any too kindly by 
the association. There was no comment 
at the time, but the next day George V. 
McLaughlin, president, Brooklyn Trust 
Company, Brooklyn, N. Y., speaking 
before the general convention, character- 
ized Mr. Jones’ proposal as “sheer 
nonsense,” according to The New York 
Times. “If the R. F.C. wants to do 


something to loosen credit,” he declared, 
“it should look to its own house. The 
R. F.C. has been far more stringent 
in its lending policies than the National 
Credit Corporation.” Mr. McLaughlin 
is chairman of the advisory board of 
the New York agency of the R.F.C. 
These remarks were not a part of his 
prepared address, on “The Need for a 
Revision of the Glass-Steagall Act and 
A Sane Legislative Program for Bank- 
ing,” but were offered impromtu. His 
full address will be published in a 
later issue of THE BANKERS MAGAZINE. 

The report of the Economic Policy 
Commission, presented at this same ses- 
sion, also spoke out vigorously on this 
point. “Your commission views with 
apprehension,” it read, “the propa- 
ganda now being featured in the public 
press which brings pressure upon 
bankers to adopt ultra-liberal loaning 
policies in support of the recovery cam- 
paign now under way. The objectives 
of the recovery campaign justify all 
the support that banks can rightfully 
give, but they justify it just so long 
as that support involves only good 
banking and does not jeopardize the 
funds of depositors.” 

The report of the Resolutions Com- 
mittee, which was adopted by the asso- 
ciation, took another step toward con- 
ciliation, without, however, espousing 
the proposals of Messrs. Jones and Black 
with any enthusiasm. On the subject 
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of loans and preferred stock, the resolu 
tion read: 

“We pledge our support and co-oper- 
ation in the recovery campaign that is 
now under way, and we point out that 
the banking support that is in the long 
run most effective and helpful is that 
which conforms to the principles of 
sound banking and which by so doing 
safeguards the institution and the funds 
of its depositors. 

“We commend to the thorough and 
thoughtful consideration of all bankers 
the opportunities to expand and 
strengthen the capital structures of 
their institutions that are being made 
available through the offer of the 
Reconstruction Finance Corporation to 
purchase freely the preferred stock or 
capital notes of banks.” 

ECONOMIC TRAITS AND 
SYSTEM 


THE BANKING 


A pleasant interlude in this clash of 
opinions and grappling with problems 
was furnished by Dr. Harold Stonier, 
national educational director of the 
American Institute of Banking, who 
spoke to the second session of the gen- 
eral convention on “Why the American 
Banking System.” Dr. Stonier has 
(naturally) a great admiration for the 
American banking system, hence his 
complimentary remarks were balm to 
tired ears. 

“To understand why the American 
banking system is as it is today,” said 
Dr. Stonier, “we must consider not 
only our political theories but also our 
economic ideals and objectives. America 
has always believed in an economic 
order which gives wide opportunity 
to all the people to enter any business 
or profession they choose. During at 
least two-thirds of our banking history, 
it has thus been possible for almost any 
one to enter the banking business with- 
out training or experience and without 
very much money. .. . Is it any 
wonder, then, that thousands of incom- 
petent or irresponsible people have en- 
tered the banking business by the easy 
routes that our laws left open to them? 
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“Our second characteristic objective 
has been one of hasty, feverish develop- 
ment of our natural resources. The 
industrial history of the world shows 
no other such record of speed in ex- 
ploitation as that which has been made 
during the last century in America 
. . . We have prided ourselves on our 
speed, and we have demanded a finan- 
cial system which would accommodate 
Re is 3 

“The third economic trait of the 
American people is our propensity for 
gambling. 

“In order to understand why we 
have the American banking system, we 
must, therefore, study the implications 
of these three objectives in American 
life. . . . Failure and waste have been 
corollaries to our break-neck economic 
development. But, with all the bank 
failures we have had in the past sixty- 
four years, the bank record, as far as 
the creditors are concerned, has been 
surprisingly satisfactory. Depositors of 
closed banks have received on the aver- 
age eighty cents on the dollar. That 
is a far better record than has been 
made in other business activities, for 
bankrupts other than banks have paid 
on the average only five cents on every 
dollar! 


IN ADVANCE OF LAW 


“As a people we believe in enacting 
a law for this or for that, but may 
I impress upon you that it is not so 
much a change in banking law that 
we need as a change in our economic 
ideals. 

“The American Bankers Association 
has set up a program recently that goes 
beyond the law in the matter of 
strengthening the structure of Ameri- 
can banking, for no law standing by 
itself can prevent fallacious economic 
policies from being followed. We have 
over 25,000,000 customers who week 
by week come into our banks. They 
do not know banking. They ask ques- 
tions. They seek advice. They offer 
criticism. It is in this field of customer 
relations that the greatest hope for the 
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strengthening of American banking lies, 
and it is here that the American banker 
now has facilities which have not been 
available in the past for meeting the 
problems.” 

The Public “Education Commission, 
said Dr. Stonier, has prepared a series 
of printed conferences looking toward 
a more constructive relationship between 
member banks and their customers. “If 
every member bank in the association 
will use the material,’ Dr. Stonier con- 
tinued, “its customers will have a new 
sense of respect and responsibility to- 
ward the bank. A great stride forward 
will thus be taken, for in the last 
analysis the attitude of the customer is 
a determining factor in safe banking. 

“This is our aim for the year 1933- 
34: that the public may be better 
informed about our national situation 
and the stability of American banking. 
It is a great undertaking, a high ad- 
venture, but, if we continue to keep 
our heads on our shoulders, our courage 
undaunted and our spirits serene, we 
shall not fail.” 


THE WILL TO SUCCEED 


The final address of the meeting (for, 
as explained elsewhere, Mr. Berle was 


prevented by other more important 
matters from addressing the bankers) 
was by J. F. T. O'Connor, Comptroller 
of the Currency, Washington, D. C., 
and bore no title. Mr. O’Connor 
simply discussed a number of matters 
in connection with his office which he 
thought might be of interest to the 
bankers. The first of these were the 
deposit guaranty provisions. 

“Probably no provisions in the Bank- 
ing Act of 1933, sometimes called the 
Glass-Steagall Act,” said Mr. O’Connor, 
“have attracted so much attention as 
the insurance provisions. It is my sin- 
cere belief that the future of American 
banking rests in a large measure on 
proper and courageous management and 
the adoption of sound policies in the 
administration of the insurance provi- 
sions of the act. Fully realizing the 
magnitude of the operations involved, 
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the pitfalls that must be avoided and 
the non-diverging path which must be 
followed, as one member of the board 
of the corporation, I approach the task 
humbly but with a grim determination 
of success.” 

Mr. O’Connor then recounted, in 
some detail, the method provided for 
the guaranty of bank deposits. “You 
will be interested,” he said, “in the 
progress made to date. The Govern- 
ment, through the co-operation of the 
Federal Reserve banks, the Comptroller’s 
office and the Reconstruction Finance 
Corporation, is making a survey of all 
the banks in the United States. 

The general outline of the set-up of the 
corporation has been tentatively ap- 
proved by the President. I am in 
possession of the names of over 1500 
qualified men who are available to make 
examinations. These names have been 
submitted by the State Banking Com- 
missioners and others, and they are 
qualified examiners who have had five 
years’ or more banking experience and 
who know the values in the states. 
Arrangements have been made with 
the Treasury for the necessary funds 
to carry out the preliminary work of 
the corporation. Our first task is the 
examination of approximately 8000 
state non-member banks which are on 
an unrestricted basis.” For this Mr. 
O’Connor described his plan for work- 
ing with the state bank commissioners. 

The Comptroller believes there are 
six grounds on which the existence of 
the deposit guaranty law can be justi- 
fied : 


1. Every depositor in theory has a 
right to his money. This law makes 
the theory a fact. 

2. It will banish the fear of runs. 

3. It will obviate the necessity for 
a Postal Savings System. 

4. It will permit an extension of 
credit and a modification of cash re- 
serves. 

5. The elimination of interest on de- 
mand deposits will save the banks many 
millions of dollars. 

6. It will save 


of dollars 


millions 
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which formerly were drawn out of 
banks because of fear and invested in 
securities which later turned out to be 
worthless. 


FEW NEW BRANCHES 


Next in importance to the deposit 
guaranty provision comes the provision 
with regard to branch banking in the 
Banking Act of 1933. It was freely 
prophesied, Mr. O'Connor said, before 
the act was passed, that “there would 
be a great rush for branches and they 
would be established rapidly. The stat- 
ute became effective on June 16 of 
this year; practically three months have 
elapsed since its enactment. Only 
thirty-seven branches of national banks 
have been established under its pro- 
visions. Of this total, nine branches 
were established in communities which 
were without banking facilities, two 
branches were established for the pur- 
pose of taking over banking institutions 
in the hands of conservators, twelve 
were established to take over going 
institutions and eight were established 
to replace branches of state banks taken 
over by a national bank.” 

Finally, Mr. O’Connor asked leave 
to correct two misstatements which are 
repeatedly made about national bank re- 
ceiverships. The first is that receivership 
means forced liquidation at ruinous 
prices. The Comptroller stated that 
this is not a fact; that the average time 
required to liquidate fully a receiver- 
ship is five and one-half years. 

The second misstatement is that ex- 
penses of receiverships are heavy and 
eat up the assets. In reply, Mr. O’Con- 
nor stated that “receivers of national 
banks are not paid any commission but 
a flat salary” which averages around 
$350 per month. Since one receiver 
often handles more than one bank, the 
average salary per bank is about $1700 
per annum. The average cost of 
liquidation last year was 3.2 per cent. 
of actual collections. The average for 
all banks in the past has been 3.9 per 
cent. of book value and 6.65 per cent. 
of actual collections. 
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Mr. O'Connor closed his address with 
this stirring exhortation: “Let us bring 
cold figures to life. Let us put a heart 
back into banking and let profits be 
subservient to service. Let us bring a 
great profession back to the leadership 
it once enjoyed. Let the inspiration of 
the names of great bankers of the past 
—men who tossed their fortunes into 
their country’s exchequer to save its 
credit and win its wars—touch the 


inner recesses of our souls that we 
may imitate and serve.” 

It was a high note on which to end 
the speaking of the convention. 


THE CODE AND THE NEW OFFICERS 


There remained two matters to be 
attended to. The first was the approval 
of a code of fair competition, drawn 
up by a committee headed by Ronald 
Ransom, executive vice-president, Fulton 
National Bank, Atlanta, Ga. This was 
done without opposition. 

The other was the installation of the 
following officers who had been elected 
the preceding day to serve for the ensu- 
ing year: President, Francis Marion 
Law, president, First National Bank, 
Houston, Tex.; first vice-president, 
R. S. Hecht, chairman of the board 
of the Hibernia National Bank, New 
Orleans, La.; second vice-president, 
Robert V. Fleming, president, Riggs 
National Bank, Washington, D. C.; 
and treasurer, Hal Yates Lemon, vice- 
president, National Bank of Detroit, 
Detroit, Mich. 


FRANCIS MARION LAW 


Mr. Law was born in Bryan, Tex., 
in 1877. He was educated in the Bryan 
public schools, the Agricultural and 
Mechanical College of Texas and the 
University of Texas. For a short time 
he was a country school teacher. 
Although he has been a banker since 
1897, he has maintained his interest in 
education, through his Alma Mater. 
He has been a member of the board 
of directors of A. & M. College for 
sixteen years, the last ten of which he 








Librarian, 


This book not only deals with the 
system to be used in the tellers’ 
department but more particularly 
with the legal aspects of the tellers’ 
functions. Recent court decisions 


are quoted, illustrating some of 


Price $1.15 


THE BANKERS PUBLISHING COMPANY 
BOOK DEPT.—465 Main Street, Cambridge, Mass. 


“The simple, concise way in which the book is 
written will make it very useful. I recommend 
it particularly for tellers’ personal use.” 


MARGARET REYNOLDS 


First Wisconsin National Bank, 
Milwaukee. 


Risks of the Tellers’ Department 


By BENJAMIN L. FisHBACH 


the many risks. Cases are cited 
also for the purpose of providing 
means of overcoming many of the 
hazards. This book should be read 
and referred to by all tellers and 
bank cashiers. 











has served as president of the board. 

His first job was as a bookkeeper 
with the First National Bank of Bryan. 
Eventually he was advanced to assistant 


cashier. In 1908 he left to become 
cashier of the Commercial National 
Bank, Beaumont, Tex.; and in 1910 
he moved to the First National Bank 
of Beaumont, again as cashier. 

In 1915 he came to Houston as vice- 
president of the First National Bank, 
and advanced through the position of 
senior vice-president to the presidency, 
reaching the latter in 1930. 


R. S. HECHT 


Mr. Hecht, too, has evinced more 
than average interest in education. His 
_began in Germany (he was born in 
Ansbach in 1885) with graduation from 
a local college. Then followed service 
with several European financial institu- 
tions, which he considers the beginning 
of his financial education. In 1903 
he came to the United States, and 


promptly enrolled at the University of 
Chicago and in the American Institute 
of Banking. He was a member, in 
1906, of the first graduating class of the 
institute. He holds, also, the honorary 
degree of Doctor of Commercial Science 
from Oglethorpe University, conferred 
in recognition of his career as a “banker, 
financier and leader in public affairs.” 

While he was attending the Univer- 
sity of Chicago in 1903 he found a 
job with the National Bank of the 
Republic in Chicago. Two years later 
he moved to the Commercial National 
Bank of Chicago as assistant foreign 
exchange manager. In 1906 he went 
to New Orleans to occupy a similar 
position with the Hibernia Bank and 
Trust Company. He has been there 
ever since, serving successively as bond 
officer, trust officer, vice-president, presi- 
dent and chairman of the board. He 
was only thirty-three when he was 
elected to the presidency in 1918. He 
advanced to chairman of the board 
this year when the bank was made into 
the Hibernia National Bank. 
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ROBERT V. FLEMING 

Mr. Fleming was born in Washing- 
ton, D. C., in 1890. He was educated 
there, too, in Friends’ School, Western 
High School and George Washington 
University. 

All ‘his banking life has been spent 
in the same city, with a single bank, 
the Riggs National. He entered as a 
runner in the panic year, 1907, and 
worked through various clerical posi- 
tions. It was not until 1916 that he 
advanced to the official staff, as assistant 
cashier. His progress since that time 
has been as follows: 1920, cashier; 
1921, vice-president; 1924, first vice- 
president; 1925, president. 

He has numerous outside interests, 
being treasurer of the Corcoran Gallery 
of Art, life trustee of the National 
Geographic Society, vice-president of 
the Washington Board of Trade, treas- 
urer of the National Symphony Orches- 
tra Association, treasurer of the U. S. 
Chamber of Commerce, trustee of 
George Washington University, and 
holding many other offices. 

He is probably best known to bankers 
for his work as chairman of the A.B.A. 
Federal Legislation Committee, in 
which capacity he has served for several 
years, being particularly useful because 
of his location in the national capital. 


HAL YATES LEMON 


Mr. Lemon’s career differs from that 
of most successful bankers. He has 


frequently moved from city to city, 
in the course of his climb upward. 
He was born in 1883 in St. Joseph, Mo. 
His education was obtained in the East, 
at Princeton Preparatory School and 
graduated 


Princeton University. He 
from the latter in 1905. 

From 1906 to 1917 he was with the 
Tootle-Lemon National Bank, St. Joseph, 
Mo., where he was made an assistant 
cashier in 1914. In 1917 he moved 
down the river to become assistant 
cashier of the Southwest National Bank 
of Commerce, Kansas City, Mo. This 
bank later merged with the Commerce 
Trust Company, of the same city. 
Mr. Lemon was elected a vice-president 
of the latter in 1923. Ten years later 
(in the spring of the current year) he 
came to Detroit as a vice-president of 
the National Bank of Detroit. 

Mr. Lemon has been active in affairs 
of the American Bankers Association 
for the last twelve years, having con- 
stantly served the association in some 
capacity (usually on several committees) 
during that period. He has also been 
prominent in the Association of Reserve 
City Bankers, having served as president 
at one time. 





Banking’s Most Critical Year 
The Official Address of the President 


By Francis H. Sisson 
President, American Bankers Association 


HE banker pauses today to look 

about him, to scan his horizon and 

decide if he can what dangers im- 
pend on it and what its signs of promise 
are. At the conclusion of the most difh- 
cult year in the history of our associa- 
tion, we present our survey and seek 
conclusions. 

When Josh Billings said that “the 
trouble with the American people is not 
so much their ignorance as the tremen- 
dous number of things they know that 
ain't so,” he never dreamed of the al- 
most universal confirmation of this true 
comment on American psychology which 
our people would give during the past 
four years in their constantly expressed 
misinformation about banks and banking. 

The most dangerous feature of the 
whole banking problem since October, 
1929, has been this widespread state of 
public misconception about the situation 
and ignorance of the actual facts—for 
there is no greater cause of uncontroll- 
able fear and mass hysteria than dark- 
ness and lack of information of the 
dangers that threaten, especially when 
these conditions are played on by polit- 
ical witch doctors for their own ends. 
Our financial dangers were real, our 
banking difficulties were great, but their 
powers for causing public misfortune 
wer2 vastly augmented by ignorance and 
panic and politics. 

It seems to be an ingrained trait of 
human nature to seek a devil as the 
cause of our ills. Since the days of the 
jungle human beings have always sought 
to explain their own errors and find 
excuses for all humanity’s troubles by 
attribution to some unseen mythical 
power for evil which spreads its baneful 
influence over them. . The demons of 
darkness are first imagined and then in- 
voked in every scheme of philosophy 


which men have followed, from heathen 
idols to modern cults. 

So in this period of economic reaction 
and severe depression society sought its 
scapegoat and landed with remarkable 
unanimity upon the banker as the demon 
responsible for all their troubles. If one 
might reason about this absurd conclu- 
sion philosophically it is understandable 
enough. The banker, sitting in the seat 
of finance, controlling credit and dis- 
tributing investments, is inevitably as- 
sailed when anything goes wrong in the 
financial machine, however little his 
personal responsibility may be involved. 
He apparently must accept that as one 
of the burdens of his position and 
toughen his hide as much as he can to the 
brickbats of depression, which are just as 
inevitable as the bouquets of prosperity. 

If the banker had only to consider his 
personal feelings he might be relatively 
indifferent to the unjustified abuse to 
which he has been subjected. But the 
unfortunate part of this wave of slander 
and attack is that it reacts upon his in- 
stitution, upon the welfare of its stock- 
holders and depositors and upon the 
business of its community to the point 
where its capacity to serve is crippled 
and often its very solvency threatened. 

Of course the simple truth about the 
whole situation is that the banker is 
neither any better nor any worse ‘than 
any other human factor in the commu- 
nity. He achieves success and failure in 
equal proportion with other human en- 
deavors. He is good or bad, efficient or 
inefhcient, public spirited or selfish, quite 
as are other men, and his record clearly 
proves that he has borne his share of 
this terrible depression fully as well as 
any other element in the body politic. 
Like all the people, he was caught in a 
tidal wave of general reaction, in which 
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values of investments and collateral were 
wiped out in unbelievable volume, and 
economic law has worked its inexorable 
way with him quite as it has with other 
business. 

In addition to the excess of personal 
blame the bankers have been subjected 
to, a flood of uninformed attacks has 
been directed upon our banking system, 
which, in spite of its obvious limitations 
and mistakes, is still not chargeable with 
the tragic results of economic reaction. 
The banking system, complicated and 
ineficient in some particulars though it 
may be, was no more responsible for the 
depression than our political, agricul- 
tural, industrial or commercial systems, 
and it incurred losses for its stockholders 
and clients no greater in proportion, 
probably not nearly so great, as these 
other so-called systems as a result of 
world-wide disturbance. 

Our financial troubles, and they have 
not been unreasonable in consideration 
of the world-wide financial cataclysm 
through which we have passed, have 
been the inevitable incidents of such re- 
action, and not the result of either law 
or system or the lack of them. The 
elimination of uneconomic and unsound 
units in the banking field in a period of 
violent and far-spread reaction was just 
as inevitable as the elimination of manu- 
facturers, merchants, farmers or pub- 
lishers operating under the same eco- 
nomic laws. 

While banking should always seek im- 
provement in operating methods and 
regulation, the situation does not justify 
violent or drastic changes in our banking 
system. An artificial interference with 
the operation of natural laws is quite 
likely to do more harm than good. Our 
American passion for passing a law to 
meet every ill, real or fancied, should 
not be gratified in this situation without 
thorough study and careful analysis of 
the truth about it. Under such analysis, 
the fog of prejudice and misunderstand- 
ing should be lifted and clear insight 
granted into the truth before action. 

Such generalized statements as that 
American bank failures are caused by 
either mismanagement or dishonesty or 
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both are sweepingly inaccurate and, for 
the most part, untrue. The majority of 
American bank closings have been caused 
by either all or one of several obvious 
factors: first, the disastrous fall in prices 
of the commodities upon which local 
banking business is predicated and the 
economic collapse of the communities 
chiefly concerned therein; or, second, by 
the development of the automobile in the 
past decade which has spelled doom for 
thousands of American villages and 
small towns through the concentration of 
business and banking activity in larger 
centers; and, third, through the nervous 
temperament of the American people. 
This last precipitated many bank runs 
without warrant and led to closings that 
were entirely unnecessary but for the 
elements of fear and mental instability 
on the part of depositors. They brought 
ruin to themselves as well as to their 
banks without rhyme or reason through 
emotional panic. 

The foregoing statements are fully 
justified by the factual history of the 
past four years. For purposes of the 
record it seems fitting to present briefly 
this history and its proper interpretation 
as one of the concluding executive acts 
of the present outgoing administration of 
your association which has seen during 
the past year perhaps the culminating 
episodes in probably the most tragic 
chapter of American finance. 

The history of American banking since 
1929, seen in its true perspective deals 
not, as it seemed at first, and as close 
view, with merely an illogical banking 
disaster. As the picture becomes more 
fully unfolded and the distortions caused 
by the public fear and confusion pre- 
vailing in a time of general disaster clear 
away so that its relationships to other 
conditions become visible, the banking 
disaster is- plainly disclosed as an in- 
evitable and inseparable part of a cata- 
clysmic change in the nation’s economic 
life. 

In 1929, when the tremors of the 
world’s greatest economic convulsion 
first began to be felt, there were 25,000 
banks in the United States with total 
resources of $72,000,000,000. These 
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resources consisted chiefly of loans and 
investments based on the values of the 
American economic structure, compris 
ing mortgages on farm and city real 
estate, secured loans to corporations and 
individuals, notes evidencing commercial 
loans to all kinds of industrial and mer- 
cantile enterprises employed in the pro- 
duction and distribution of the nation’s 
infinite variety of goods and services, and 
finally public and corporate securities. 

These earning assets of the banks 
were worth $57,800,000,000 on the basis 
of values and conditions in the United 
States as they were at that time. This 
structure of bank credit, of bank re- 
sources, was based on faith in the United 
States and confidence in its people and 
institutions. If the millions of individual 
notes and securities making up that vast 
sum were good—if the business men who 
had created those notes and the corpora- 
tions and governmental units that had 
issued those securities could meet their 
obligations and retain public confidence, 
then the resources of the banks were 
sound. Into the building of this vast 
credit structure had gone the $54,500,- 
000,000 in deposits and a large part of 
the $9,500,000,000 in capital funds 
which the public had entrusted to the 
banks. 

This huge edifice of faith was built 
while the country was in a state of pros- 
perity and confidence in the future. It 
was presumably based on sound, normal 
conditions. There appeared no reason to 
fear that those who had borrowed these 
vast sums from the banks through loans 
and investments could not live up to 
their obligations. There appeared no 
reason to believe that the essential values 
making up the very substance of this 
great economic entity would materially 
change. The dollar value of the total 
wealth of the nation when this structure 
was built in 1929 was $362,000,000,000. 

Then suddenly, all things changed. 
Foreign markets failed and disappeared. 
Industry slackened. A rapid drop in all 
kinds of commodity values set in. The 
earnings of business fell. Unemploy- 
ment developed. Wages and salaries 
went down. Domestic markets shrank. 
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Fear became general. The securities 
markets became panic-ridden as_ the 
prices of stocks and bonds withered to 
fractions of their former values. It was 
the greatest disintegration of economic 
conditions and values in history. The 
dollar value of the wealth of the nation 
in 1932 was $247,500,000,000, a loss in 
three years of $114,500,000,000 or over 
30 per cent. 

These destructive changes made it in- 
evitable that many business men and 
manufacturers could not repay their 
notes as due. Many governmental units 
defaulted the payments on their bonds 
as tax income shrank, as also did cor- 
porations on theirs as earnings dropped. 
Property underlying real estate mort- 
gages became worth less than the face of 
the mortgages. The market values of 
standard securities became less than the 
banks had paid for them as investments 
or accepted them at as collateral for cus- 
tomers’ loans. 

It was in these various assets, whose 
values were thus becoming so unfore- 
seeably impaired, that the banks, in all 
confidence, in all good faith, in all hu- 
manly reasonable care and good judg- 
ment, had entrusted the billions of dol- 
lars of deposits which their customers 
had entrusted to them. They had loaned 
them to a nation whose values had col- 
lapsed—and it was not a foreign nation. 

Against this situation bank depositors 
began to exert a growing demand for 
their money in unprecedented volume. 
Even with conditions and values nor- 
mal, the banks, the best of them, could 
not have turned all their loans and se- 
curities and mortgages into cash rapidly 
enough to meet these demands. 

Some of these withdrawals came from 
persons out of work and needing their 
funds for living expenses. Again, many 
business men, whose deposits were the 
proceeds of their own notes discounted 
at the bank, were forced to draw out 
their cash credits to meet exigent operat- 
ing requirements, but their shrinking 
business operations did not yield them 
sufficient return cash to pay those same 
notes when due. An increasing volume 
of withdrawals was from panicky de- 
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positors who distrusted their banks, fre- 
quently because of ill-founded or ma- 
licious rumors, and this factor developed 
into runs and finally into a national 
panic. The inevitable result was an 
avalanche of bank failures such as this 
or any other nation had never witnessed. 

This catastrophe was unquestionably 
due in chief part to that disintegration 
of values and general business conditions 
that began in 1929. But it was due also 
to a serious condition of weakness that 
had become inherent in the banking 
structure itself, largely through causes 
beyond the control of sound banking. It 
should be more clearly realized by the 
public that banks are granted charters 
to do business by state or Federal gov- 
ernments through their own public ofh- 
cials appointed to perform these func- 
tions in accordance with the banking 
codes of these various bodies politic. 
Some of these codes place hardly any 
restrictions on the conditions under 
which a bank can start. Others are 
fairly stringent in their restrictions. Still 


others place the discretion in the hands 


of the banking authorities. None, how- 
ever, of the codes or banking depart- 
ments have been severe enough in their 
policies as to the charter of new banks. 
As a result, there came to be at one time 
nearly 31,000 banks in the United 
States; some of them had capital of but 
$5000, and some were in small agricul- 
tural hamlets of but 200 or 300 inhabi- 
tants, while in many larger towns or 
even cities more banks were chartered 
than there was any possibility of busi- 
ness enough to support. 

It can fairly be said that a great part 
of this unsound bank chartering history 
was carried out by political banking ofh- 
cials and legislative bodies wholly against 
the earnest protests of the more re- 
sponsible bankers who pleaded for 
stricter banking codes and policies, but 
were ignored and charged with selfish- 
ness and fear of competition. 

It is indisputable that too many banks, 
particularly with too small capital or in 
localities too small to support them, 
were thus brought into existence. Some 
correction by the natural forces of elimi- 
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nation, such as consolidations, voluntary 
liquidations and especially failures had 
somewhat reduced this; from the peak 
of 31,000 banks in 1921 the number had 
fallen to 25,000 by 1929. In this period 
5000 banks failed, of which 60 per cent. 
were capitalized at $25,000 or less and 
80 per cent. were in places under 3000 
in population. Even during the era of 
booming prosperity, bank failures aver- 
aged some 650 institutions a year. Yet, 
although these drastic processes had 
largely corrected the weaknesses of over- 
banking in the banking structure, there 
was still a great deal of dead wood in it 
when it entered the depression in 1929. 

Again the bank disaster that de- 
veloped in the depression was due to an 
undeniably large extent to mistaken and 
even blameworthy banking policies and 
practices that had come to prevail in too 
many banks of commanding influence in 
the financial world. These of themselves 
would not have caused the debacle. In- 
deed, under a continuance of prosperity 
they might in some respects even have 
been largely mitigated by usage and con- 
doned by success. But under conditions 
of adversity they both added to the difh- 
culties of the situation and caused bank- 
ing to be subjected to extremes of public 
condemnation beyonl all justification, 
particularly as applied to all banks in- 
discriminately, the vast majority of which 
were in no way blameworthy in their 
practices. 

Finally, there is yet another aspect of 
this banking situation that should be put 
into the record as a simple historical fact. 
The culmination of our banking troubles 
unfortunately occurred in the year of a 
national political contest. This contest 
was essentially based on the issue that 
the old economic order was outworn, 
and that it should be replaced by a new 
regime controlled by the concept that 
the capitalistic organization of society 
should be dominated by a larger sense of 
social responsibility and service as dis 
tinguished from private profit as the 
chief motive of economic enterprise. 
This argument was based largely on the 
spectacle of the breakdown of an un- 
paralleled period of prosperity into an 





THE BANKERS MAGAZINE 


equally unparalleled period of adversity 
and insecurity for the working masses, 
largely as a result, it was held, of specu- 
lative excesses and exploitation of the 
nation’s business and finance. Politicians, 
whether of the old or the new order, 
for purposes of campaign strategy found 
plausible arguments for blaming much of 
the hardship of the times on the banks, 
since a large part of the malign forces of 
liquidation and economic destruction 
originating in all lines of industry, trade 
and private or government finance, con- 
verged in the banks and there appeared 
to threaten a complete disintegration of 
the entire financial structure, as well as 
causing direct personal losses to thou- 
sands of depositors. Reckless political 
strategy and oratory doubtless played no 
small part in so extensive a destruction 
of public confidence in the banks and 
popular suspicion and antagonism against 
them that the closing of all of them un- 
der government protection finally became 
inevitable. 


As a result we had the local bank 


“holidays” that were declared in numer- 


ous communities. Then governors of 
states declared moratoria. Finally on 
March 6 President Roosevelt was left ap- 
parently no alternative but to close tem- 
porarily all banks in the United States 
by proclamation to permit a subsidence 
of public panic, the development of 
measures to protect sound banks and the 
orderly elimination of unsound banking 
institutions and conditions. The emer- 
gency measures to effect these purposes 
that were promptly devised proved suc- 
cessful for the occasion and the succeed- 
ing months of 1933 have seen great im- 
provement in the position of sound banks 
and in public confidence in them. These 
developments were made possible because 
the Government also devoted equally 
heroic measures to mending other aspects 
of the nation’s economic machinery in 
the fields of industry and trade. But 
above all, there fortunately developed at 
this period a basic world-wide and more 
elemental economic recovery. 

The improvements in banking values 
during recent weeks have presented one 
of the more important factors of national 
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economic recovery working to bring back 
better times, as distinguished from the 
artificial and highly debatable political 
measures that have commanded the at- 
tention of the public in more conspicu- 
ous ways, 

The present value of some of these 
political measures as stimulants to public 
courage, and also as aids to natural proc- 
esses of reconstruction and readjustment, 
which appear to have been materially 
speeded up by them, is unquestioned. At 
the same time, these methods are pro- 
ducing difficulties of their own, plain for 
all to see. These are mainly in the 
nature of maladjustments in the inter- 
relationships of business through their 
stimulating effects working more strongly 
in some parts of the economic structure 
than in others—although considerable 
dexterity, so far as immediate results go, 
has been displayed in rapidly devising 
additional measures aimed to remedy 
these inequalities. 

However, it appears reasonable to be- 
lieve that more fundamental processes, be- 
longing to the school of natural economic 
actions and reactions, are performing a 
major part of the actual healing process. 
The artifices of the new political econ- 
omy—with the emphasis on_political— 
doubtless are serving a sincere and effec- 
tive purpose in correcting the manifest 
defects of a pure laissez faire economy. 
But equally doubtless, when the period 
of recovery is over, the retrospect may 
be expected to show that the main cur- 
rents of economic life will not have ma- 
terially changed. 

The fundamental truths of mass hu- 
man impulse and action will be seen to 
have been the elemental forces that ac- 
tually brought about the recovery, and 
will project themselves on into the future 
to cause again the irregular rhythms of 
human life. The law of supply and de- 
mand, perhaps somewhat modified in its 
more violent and hitherto uncontrolled 
aspects, will doubtless continue to rule 
the markets. The human impulses of 
gain and speculation and ambition for 
power, perhaps somewhat restrained by 
new social standards that will prove ef- 
fective so long as they are not too severe, 
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will doubtless rule the activities of men 
in those markets. And doubtless also 
the capitalistic organization of society's 
working life will continue to prevail— 
although dominated, it is frankly to be 
hoped, to a greater degree by principles 
of social service, responsibility and equity 
in place of the greed, overreaching, dis- 
regard of public interest, selfish and 
excessive profits and even economic 
tyranny that have been too apparent at 
times in the past, despite the great serv- 
ices to human progress and improvement 
of the conditions of the working masses 
that even sheer, crude capitalism has un- 
deniably rendered. 

If the current political regime in its 
final results brings about a transition 
to better conceptions of the organiza- 
tion and functioning of our mechanisms 
of production, distribution and finance, 
with no greater social, political or eco- 
nomic disturbances than have so far oc- 
curred, it will have performed a pre- 
eminent national service. 

No man, I take it, will claim perfec- 
tion as permanent measures for all of 
the steps that have been taken in this 
transitional period. And I believe the 
main measures applying to banking are 
particularly open to honest criticism. 

In addition to the emergency measures 
there grew out of the banking situation 
of the past four years a so-called measure 
of permanent banking reform in the 
form of the Banking Act of 1933, a 
national government law seeking to af- 
fect largely the conduct of both state 
and national banks. Unfortunately the 
haste with which this measure was drawn 
and the controversial and high strung 
conditions under which it was enacted 
resulted in many defects that hamper 
its practical operation. Furthermore, 
serious basic preconceptions of its 
framers, that sprang from biased theories 
. as to the part banking methods played in 
the general economic breakdown that be- 
gan in 1929, prevent it from being a 
satisfactory implement of true banking 
reform. 

The most questionable feature of the 
act is the so-called guaranty or insur- 
ance of deposits. It was opposed alike 
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by bankers and by the most experienced 
experts on banking matters at Washing- 
ton both in Congress and in the Admin- 
istration, but they were outweighed by 
popular clamor and political pressure. 
Guaranty of deposits plans have proved 
failures wherever tried in many previous 
tests, invariably causing weaker rather 
than stronger banking and have been 
abandoned in every case by sadder but 
wiser states that embraced them for a 
time. The present law largely repeats 
the old mistakes on a bigger scale. As 
have all such plans it again seeks in 
practical effect to substitute in part a 
public guaranty of banking deposits in 
the place of individual banking com- 
petence, honesty and accountability. It 
unfairly assesses strong, well conducted 
banks to cover the shortcomings of poor 
banks. Detailed and technical differences 
in this bill as compared with former 
guaranty schemes do not differentiate it 
in essential principle from them. 
Another properly questioned feature 
of the act is that forcing commercial 
banks to give up investment activities, 
whether through bond departments or 
investment afhliates. These provisions 
arise from the mistaken theories of the 
originators of the bill that commercial 
and investment banking operations un- 
der the same organization are incom- 
patible and that the overexpansion of 
investment credit which was a factor in 
the unfortunate “new era” boom pre- 
ceding the 1929 reaction was mainly 
biamable upon the investment activities 
of the commercial banks. The fact is 
that financial evolution beyond banking 
control transferred a large portion of 
the nation’s credit operations from a 
liquid commercial to a non-liquid ‘invest- 
ment credit basis and that this move- 
ment would perhaps have been along 
even less restrained and more unsound 
lines had it not been for the guidance 
exerted by the banks through their par- 
ticipation in it. A better method of 
treating this problem than that contained 
in the bill would be to permit the con- 
tinuance of security activities under the 
same degree of public supervision and 
report as is required of the banks, in- 
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stead of forcing them out from under 
such supervision as is done by the Glass- 
Steagall Bill. 

Another feature of the bill reflects the 
bias of the originators that the banks 
were largely blamable for the nation’s 
speculative excesses in the recent boom 
through encouraging the use of their 
credit resources for speculative purposes. 
The fact of that matter is that the actual 
inflation in the securities markets was 
almost wholly financed by funds outside 
the control of the banks, and that the 
overtrading in business and the over- 
expansions of mercantile, installment and 
real estate mortgage credit which were 
major factors in unsound conditions 
were likewise beyond their scope. Never- 
theless, the bank act contains many 
drastic provisions aimed to give the 
politically appointed Federal Reserve 


Board at Washington power to control 
the credit operations of the member 
banks, which make up more than 60 per 
cent. of the nation’s commercial credit 
machinery, and to take summary action 


when in its opinion Federal Reserve 
funds are being employed directly or 
indirectly for speculative operations. 

This, of course, cannot cure the basic 
evils of speculation, hampers the banks 
from extending salutary aids and influ- 
ences in the markets and places in the 
hands of a bureaucratic group at Wash- 
ington, that conceivably may be sub- 
jected at times to hidden influences, a 
dangerous control over the nation’s 
financial life. If it is true that there 
are selfish “interests” which sometimes 
seek to exert undue control over the 
economic destinies of the people, de- 
velopments along the foregoing lines 
tend to set up compact concentrations 
of authority that might be particularly 
convenient for their purposes rather 
than serving only as instruments for the 
intended public welfare. 

I cannot resist the temptation to di- 
gress and picture briefly at this point 
the real part the much maligned great 
New York City banks—the “Wall 
Street Banks,” if you please—played in 
the inflation of the speculative stock 
market crédit structure that collapsed in 
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1929, on which political and other types 
of misinformation have blamed so much 
of the world’s economic misfortunes. 

The accusation is frequently made 
that the bankers, particularly the New 
York City bankers, premeditatedly in- 
flated credit and diverted the bulk of the 
country’s credit from productive to 
speculative uses, and thereby fostered 
the mad stock speculation of 1925-29, 
The real facts amply refute this indict- 
ment. At the end of 1925, the eve of 
the boom, the New York City member 
banks reporting to the Federal Reserve 
were contributing approximately $1,- 
150,000,000 of the total of $2,800,000,- 
000 of brokers’ loans then outstanding, 
or about 40 per cent, The rest was 
supplied by out-of-town banks and so- 
called “outside lenders.” Between the 
spring cf 1926 and the close of 1928, a 
period of steady inflation, the total of 
brokers’ loans expanded to $5,090,000,- 
000, but the loans made by the New 
York banks showed virtually no change 
during this period, and their contribu- 
tion hence dropped below 22 per cent. 
This entire gain of $2,290,000,000 was 
accounted for by an increase in loans 
by out-of-town banks and “others.” 

About a year later, on October 23, 
1929, on the very threshold of the 
greatest disaster of deflation in history, 
brokers’ loans stood at the fateful total 
of $6,635,000,000. A division of this 
total between the New York banks, the 
out-of-town banks and loans by “others” 
showed that the part of the New York 
banks amounted to but $1,080,000,000, 
or only 16 per cent. and actually less 
than the amount at the close of 1925. 
Meanwhile, these same New York City 
banks, despite the great demand and 
high price offered for stock market and 
other speculative loans had used their 
surplus funds to pay off virtually all 
their own borrowings at the Federal Re- 
serve. They were thus in an impreg- 
nable position against the emergency 
that later developed. These simple facts 
prove that the big banks had actually 
sacrificed their chances for gain instead 
of abetting the orgy of speculation. 

The stock market panic came the fol- 
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lowing week. The total of brokers’ 
loans declined in the amount of $1,095,- 
000,000 in only seven day’ as panic- 
stricken outside lenders precipitately 
withdrew their funds from the market. 
Under these conditions the New York 
banks stepped into the breach. They 
increased their own loans nearly 100 
per cent., from $1,080,000,000 to 
$2,070,000,000, and borrowed heavily 
from the Federal Reserve Bank in order 
to do it. Meanwhile, the out-of-town 
banks pulled $730,000,000 out of the 
market while the loans of “others,” that 
is, non-bank lenders, declined by 
$1,360,000,000, as these outsiders, with 
no responsibility for the nation’s credit 
situation, recklessly destroyed the shaky 
structure of speculative credit they 


chiefly had created. 

If the New York banks had not been 
able or willing to take up the stagger- 
ing and dangerous responsibilities that 
resulted, the greatest money panic in the 
world’s history would unquestionably 


have occurred. In the hysteria of the 
times, the services they performed were 
little noticed and in subsequent contro- 
versies and struggles for political power 
and the efforts of self-seeking politicians 
to attract public acclaim to themselves 
the policies and actions of these great 
New York banks have been wholly mis- 
represented—even to the extent of play- 
ing a disproportionate part in the draft- 
ing of the bank reform act of 1933. 

There is strong basis for ‘the assertion 
that if all lending to brokers had been 
under the control of the great New 
York banks much of the dangerous 
speculative inflation that occurred from 
1926 to 1929 might have been pre- 
vented. It will indeed be a national mis- 
fortune if ill-considered restrictions in 
the laws shall render them able to even 
a lessened degree to exercise salutary 
influences and restraints in the money 
markets. 

To return to the Banking Act of 
1933—there is another feature that calls 
for special comment and that is the in- 
discriminate hardship with which it 
threatens to bear down on country 
banks. The terms of the section of the 


bill creating the Federal corporation for 
insuring deposits would in effect force 
many banks now under state jurisdic- 
tion either to submit to Federal con- 
trolled regulations by becoming national 
banks or members of the Federal Re- 
serve System or else retire from business. 
The latter alternative would be virtually 
compulsory upon many state banks 
whose size and nature of their business 
would preclude them from following the 
former course. The result of this would 
be to replace many good independent 
unit banks, that could not qualify under 
the law, with branches of banks operat- 
ing under central government auspices. 

Whatever we may say as to the factor 
of too many small banks in the banking 
structure, we likewise realize that there 
are at the same time many small but 
thoroughly sound banks that are render- 
ing good service to their communities 
and that they should be allowed to live. 
If over a period of years a bank has 
earned reasonable returns on the in- 
vested capital, if it has given its com- 
munity sound and adequate services, if 
it is in good hands and if the prospects 
are that these various satisfactory con- 
ditions will continue on into the future, 
there is no reason why it should be arbi- 
trarily destroyed simply because it does 
not measure up to certain dimensions 
and specifications that are based on 
banking experience in other larger 
places. I thoroughly believe in a reason- 
able extension of branch banking, and I 
believe that many places with sub-stand- 
ard banks would be bettered by giving 
those places the benefit of larger city 
banking through branch facilities, but I 
do not believe the situation calls -for a 
ruthless and wholesale slaughter of 
country banking, good and bad alike, 
such as would be brought about under 
the deposit insurance plan of the Glass- 
Steagal! Bill. 

Furthermore, granting the replace- 
ment of weak unit banks with branches 
of stronger banks in some places is to be 
desired, the fact remains that going 
about it by the method of enforced 
membership in a guaranty of deposits 
scheme would only be to set up a situa- 
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tion that is worse in some respects than 
that it is aimed to cure. 

With the avowed purposes of the 
Banking Act of 1933, namely, to bring 
about better, more careful banking, 
higher minimum standards for individ- 
ual banking institutions wherever they 
may be and a generally sounder bank- 
ing structure, bankers are universally in 
accord. However, the present bill is, 
unfortunately, basically unsound and 
will therefore ultimately force its own 
repeal in amendment. In its place must 
come a plan of reform that will really 
reform. 

The task of submitting to our political 
authorities a constructive and convinc- 
ing program for a well considered revi- 
sion of the Banking Act of 1933 is the 
greatest one now confronting organized 
banking. 

The past year has unquestionably 
been one of the most critical periods in 
the history of American banking. We 
are suspicious nowadays of “new eras,” 
but it is probably no exaggeration to 


say that the crisis of March, 1933, 
marked the end of an era in our bank- 
ing history and the beginning of an- 


other. A glance backward reveals sev- 
eral rather well defined phases in the 
development of our banking system: 
the confused and mostly unsound begin- 
nings in Colonial days; the constructive 
but short-lived progress made under the 
leadership of the First and Second Banks 
of the United States; the period of wild- 
cat banking before the Civil War; the 
development of the national banking 
system, and the establishment and 
growth of the Federal Reserve System. 

Through these various changes, we can 
discern a gradual and irregular trend 
toward better banking methods. There 
have been setbacks and failures, but the 
story as a whole is one of progress. 
Whatever may be our individual views 
regarding the relative merits of a uni- 
fied or a dual banking system, most of 
us will agree that the national banking 
act established a standard of procedure 
that exercised a wholesome influence on 
American banking practice in general. 
Similarly, the Federal Reserve System, 
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with all its limitations, has unquestion- 
ably tended to strengthen the banking 
structure of the country. 

Nevertheless, the events of recent 
years have demonstrated beyond ques- 
tion not only that there is room for 
further progress but that further prog- 
ress is urgently needed. We might 
dismiss, or, at least, discount, the events 
of the last three years as due to an 
economic cataclysm that no_ banking 
system could have been expected to 
withstand, but our banking troubles did 
not begin with the depression. They 
began many years before and persisted 
throughout the period of prosperity and 
expansion that characterized the post- 
war decade. As I have pointed out, 
even during the era of booming pros 
perity, bank failures averaged some 650 
a year. 

This is the central fact to keep in 
mind when we consider the present 
position of our banking system, the out- 
look for the future, and the problems 
that lie before us. It is the central fact 
because it forms the background for the 
public opinion and the public policy that 
will shape banking developments for 
many years to come. This is the reason 
why the crisis of last March marked 
the end of an era in our banking history 
and the beginning of another. That 
crisis was the culmination of a twelve- 
year period of shocking instability in the 
face of conditions that called for stabil- 
ity above all else. The number of per- 
sons who have suffered loss or serious 
inconvenience by reason of that insta- 
bility is enormous, and those persons 
and others are demanding drastic meas- 
ures to strengthen the banking system. 
Quite regardless of the trué causes and 
responsibility for what has taken place, 
the demand for reform is present; and it 
will not pass away quickly. It has al- 
ready resulted in the passage of the most 
sweeping piece of banking legislation 
since the Federal Reserve Act—a piece 
of legislation that reflects only too 
clearly the haste and the popular excite- 
ment that existed at the time when it 
was under consideration. 

Most bankers believe that the Bank- 
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ing Act of 1933 contains grave errors, 
which must sooner or later be corrected 
and which will create serious weaknesses 
in our banking system until they are 
corrected. And it is certain that more 
legislation is coming. What that legis- 
lation will be, whether it is sound or 
unsound, whether it represents a care- 
fully considered policy or a series of 
blind strokes at fancied evils, will de- 
pend in no small measure on the zeal, 
wisdom and skill with which American 
bankers set about their task of regaining 
public confidence, setting their house in 
order and throwing their combined in- 
fluence into the scales on the side of true 
banking progress. 

As far as economic conditions are 
concerned, bankers have every reason 
to be gratified at the improvement that 
has been shown in the last six months. 
Swept along by the tide of reaction and 
depression, they floundered badly for a 
time and struggled, sometimes vainly, to 
keep going in the midst of economic 
and political disorder. They saw their 
assets crumbling, their depositors clam- 
oring and their critics blaming them 
both for having been too liberal and for 
not being liberal enough. Now they’ are 
gradually working their way back to 
safety and assurance. The crisis has 
been surmounted. Asset values have 
risen. Depositors have been reassured. 
A vast amount of dead wood has been 
cleared out. Valuable lessons have been 
learned. Business confidence and busi- 
ness enterprise have begun to revive. 
Since the complete banking paralysis of 
last March, 83 per cent. of the banks, 
with nearly 94 per cent. of the total 
deposits, have reopened with the ap- 
proval of Federal and state banking au- 
thorities. Conditions have improved to 
an extent that could not have been be- 
lieved possible a few months ago. There 
are now open 14,511 banks with over 
$40,000,000,000 of deposits. 

But, great as the recent progress has 
been, serious obstacles remain. One of 
them is the uncertainty regarding the 
future that inevitably arises as a result 
of unusual conditions. The recovery 
has. been achieved, in part at least, by 
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methods that have never been tried be- 
fore; and the use of these methods has 
created an unprecedented situation. Our 
currency has been cut loose from its 
gold anchor, and the President has been 
vested with extraordinary inflationary 
powers. The Government has assumed 
broad control over industrial and agri- 
cultural affairs that have heretofore been 
left largely to the free play of economic 
forces. Thus far, the results seem to 
have been highly beneficial; and it must 
be the universal hope that the great ex- 
periment will achieve the desired results. 
In the common effort toward this end, 
the bankers have done their part. A 
temporary basic agreement under the 
National Recovery Act has been drawn 
up under the auspices of the American 
Bankers Association and approved by 
the Government, and one of the tasks of 
the association in this convention will be 
to formulate a permanent and detailed 
banking code. It is no indictment of 
the loyalty of the bankers, therefore, to 
say that they are watching the course 
of affairs with a gratification that is not 
unmixed with anxiety. Trained, as they 
are, in the school of conservatism, they 
can hardly be expected to see economic 
trends and values subjected to such 
manipulation without wondering what 
may ultimately come of it all. And 
their doubts are increased by the feeling 
that, if the program does not work out 
according to expectations, it will give 
way to a series of even more violent and 
experimental measures. 

An obstacle that has existed in the 
recent past and will continue to exist 
for some time in the future is the con- 
stant threat of hostile and harmful legis- 
lation. Public resentment against con- 
ditions for which the banks are blamed 
has had its expression in efforts to find 
legal remedies for situations that only 
time can mend. Many of the condi- 
tions for which the banks are blamed are 
conditions for which bankers are no 
more responsible than anyone else. The 
effects of this blind resentment are 
clearly visible in the Banking Act of 
1933 which we must now meet. 

The legislative and other steps that 
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will really determine the characteristics 
of the new era in American banking 
are, therefore, still to be faced. It is 
both the privilege and the duty of the 
bankers themselves to play an active 
part in deciding what those steps shall 
be. The legislation thus far enacted 
since the crisis not only contains un- 
sound features but fails to strike at some 
of the basic causes of our recent difficul- 
ties. A critical examination of past 
events will help to reveal where the op- 
portunities for future progress lie. 

In the first place, our recent banking 
history shows very clearly that it has 
been made far too easy to enter the 
banking business. The spectacle pre- 
sented in 1921 of 31,000 banks operat- 
ing under forty-nine jurisdictions of 
widely varying powers and_ policies, 
some banks with small capital and some 
trying to do business in hamlets that 
amounted to little more than country 
crossroads—all this would have been 
grotesque if we had not become accus- 
tomed to it. 


How can we prevent a repetition of 
the banking history of recent years? 
Can forty-eight states be prevailed upon 
to enact and maintain banking codes 
that will place suitable restrictions on 
the size and location of banks and insure 
an adequate quality of bank manage- 


ment? Can they be depended upon to 
appoint banking authorities who will en- 
force the codes without fear or favor in 
the face of the personal and _ political 
pressure that will inevitably be brought 
to bear on them? Apparently the 
United States Congress thinks not, for 
one of the aims of the Banking Act of 
1933 is to bring all commercial banks 
into the Federal Reserve System, thus 
making them, to all intents and pur- 
poses, national banks. Unfortunately, 
the instrument adopted to accomplish 
this aim is the guaranty of bank de- 
posits, which, in the opinion of most 
experienced bankers, is unsound and will 
not endure. 

In the opinion of some authorities, 
it is in the general adoption of the prin- 
ciple of branch banking that the remedy 
is to be found. This is one of the most 
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important and, at the same time, one of 
the most controversial of all our bank- 
ing problems. Despite the bitter oppo- 
sition that has been presented to it, the 
trend in recent years has certainly been 
toward branch banking. The Banking 
Act of 1933 goes further in this direc- 
tion than any other Federal statute has 
ever gone by placing national banks on 
a parity with state banks as far as branch 
banking privileges are concerned. The 
advocates of the system point to foreign 
countries, particularly Great Britain and 
Canada, where branch banking is widely 
practiced and bartk failures are almost 
unknown. To offset this argument, our 
experience in this country in the last few 
years has shown that branch banking has 
provided no automatic immunity to 
financial difficulties, while many unit 
banks have emerged from the crisis with 
records of which they may well be 
proud. Certainly branch banking, in 
and of itself, is no panacea; and we 
should net rush into it blindly in the 
belief that it will sweep away all our 
troubles. On the other hand, if it is 
found to be a feature of the most con- 
structive solution of our banking prob- 
lems, we must adapt ourselves to it. 

When all is said and done, no amount 
of legislative restriction or administra- 
tive regulation can provide an adequate 
substitute for sound judgment on the 
part of the individual banker. This is 
the starting point in any inquiry into 
possible changes in our banking system. 
All our laws and all our administrative 
policies should be aimed primarily at 
raising the standard of bank manage- 
ment. If the states will not or cannot 
do this, then the national Government 
must do it. If branch banking is an in- 
dispensable part of such a system, then 
we must accept branch banking. 

More specifically, what do we need to 
insure a higher caliber of management 
throughout our banking system? First 
and foremost, we need much stricter 
regulations covering the establishment of 
banks—not only with regard to the 
number and size of banks, but, even 
more, with regard to the qualifications 
of bankers. To become a lawyer or a 
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physician, a man must go through a 
long and arduous course of training, 
pass an exhaustive examination, and ob- 
tain a public certificate of competence. 
But to become a banker seems to be re- 
garded as a sort of inalienable human 
right. If every candidate for an execu- 
tive position in a bank were required to 
produce as good evidence of his knowl- 
edge, experience, and qualifications as is 
now required of candidates for the bar, 
a prolific source of banking difficulties 
might be removed. 

There are a few principles of prac- 
tical bank operation that have been 
widely enough disregarded in the recent 
past to make them worthy of special 
mention. One of these relates to the 
liquidity of assets. Broad changes have 
taken place in the methods of financing 
business operations in this country in 
recent years, and these changes made 
it more and more difficult for banks to 
keep their assets in a liquid condition. 
There has developed a widespread tend- 
ency to build up “secondary reserves” 
consisting of high-grade bonds, partly 
because large quantities of such bonds 
have been available and partly because 
such bonds normally have a ready mar- 
ket and are comparatively stable in price. 
Experience has shown that, when banks 
in general need to avail themselves of 
the supposed liquidity of such invest- 
ments, the latter turn out to be less 
liquid than they are commonly believed 
to be. At such times, values melt away. 
Under the pressure of heavy liquida- 
tion, even some issues of United States 
Government bonds recently declined 20 
per cent. below their par value. The 
truly liquid bank assets are those that 
are self-liquidating and rediscountable. 

Closely allied to this problem is that 
of the segregation of deposit accounts of 
different classes. The commercial banks 
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of this country have a huge amount of 
savings deposits. These are carried and 
treated as time deposits, although in 
practice they are virtually demand de- 
posits. Not enough attention has been 
given to the liquidity of the assets 
underlying this class of account. 

Another related problem is that of 
bank investments in real estate mort- 
gages. It has been a recognized prin- 
ciple of banking for many years that 
real estate is not a suitable investment 
for commercial banks. But banks have 
never fully lived up to this principle, 
and in recent years both legislative 
regulations and banking practice have, 
in many cases, been deplorably lax in 
this respect. Many of the banks that 
have come to grief in this country have 
done so largely because they have al- 
lowed themselves to become involved tc 
a shocking extent in real estate financ- 
ing. The bankers of the United States 
need to take renewed devotion to this 
time-honored and fundamental principle 
of commercial banking. 

These few concrete suggestions are in- 
tended merely to point to some of the 
more obvious ways in which our banking 
practice can be improved. Underlying 
and antecedent to them all is the need 
for a more uniformly high grade of bank 
management. Social progress consists 
largely in the elimination of undesirable 
elements from the body politic, and 
banking is not different in this respect 
from any other branch of human activ- 
ity. The weeding-out process has been 
going on very swiftly and painfully in 
recent years; and, for all its disastrous 
features, our banking system is a better 
and stronger system because it has taken 
place. It ought never to have been 
necessary. The least we can do now is 
to avoid repeating the mistakes of the 
past. 
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State Bank Division Meeting 


Things That Interest the Division—Attacks on Deposit Guaranty 
Legislation—It Finds Defenders—The Common 
Sense Way to Net Profits 


HERE is only one subject that in- 
terests the state bankers this year. 
It is not a new subject. It has 
been discussed many times before in the 
divisional meetings. But never before 
has it aroused the delegates so much. 
For it has appeared this time in a new 
and more alarming guise. 

The subject is unification of the bank- 
ing system, or, as the alarmist members 
of the division prefer to call it, destruc- 
tion of the state banking systems. For 
many years the state banks have felt 
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Vice-president, First Bank & Trust Co., 


Ottumwa, Iowd; retiring president of 
the State Bank Division 


that their existence was vaguely threat- 
ened—now the menace is direct and 
palpable. That explains why more than 
two hours of the 23/4-hour meeting was 
devoted to discussing the merits and de- 


merits (mostly the latter) of deposit 
guaranty provisions of the Banking Act 
of 1933. For it is these provisions 
which will eventually force state banks 
to join the Federal Reserve System (if 
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they wish to participate in the guar- 
anty) and thus to lose most of the ad- 
vantages they now enjoy as state banks. 

Apparently there was no thought on 
the part of the framers of the program 
that there could be any difference of 
opinion over this. No attempt was 
made to present both sides of the ques’ 
tion. J. N. Kehoe, president, Bank of 
Maysville, Maysville, Ky., remarked, in 
the open forum, that when he inquired 
why somebody had not been put on the 
program to present the other side, he 
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was told that there was but one side to 
it. This is an understandable position 
if one remembers that the dual banking 
system is one of the ideas most cherished 
by President L. A. Andrew, vice-presi- 
dent, First Bank & ‘Trust Co., Ottumwa, 
Iowa. Mr. Andrew himself would be 
the first to admit this. Indeed, he did 
mention it, in the course of the discus- 
sion. 


“THE DIVISION RECOMMENDS” 


The subject lurked in the background, 
with ill-concealed impatience, even dur- 
ing that part of his presidential address 
which was concerned with reporting 
what the division had been doing. Here 
are the projects which Mr. Andrew 
enumerated as having had attention: 

Increase of the minimum capital of 
banks to $25,000, with a paid-in surplus 
of 20 per cent., and building up of sur- 
plus to 50 per cent. at least. 

Increase of the discretionary power 
of bank commissioners with reference to 
granting of charters to new banks. 

Creation of banking boards of prac- 
tical bankers to advise the state bank 
commissioners. 

Empowering bank commissioners to 
take complete charge of and liquidate 
insolvent banks. 

Provision for a more just and equi- 
table taxation of bank shares. 

A clearer and more exact definition of 
the duties and responsibilities of bank 
officers and directors. 

Increase of the compensation of bank 
commissioners and lengthening _ their 
terms of office to six years. 

Establishing by every bank of a credit 
file for every borrower of $500 or 
more. 

Use of a standard form of report by 
bank officers to directors. 

Analysis of checking account costs 
and installation of service charges where 
losses are being sustained. 

Opposition to legislation which would 
destroy the dual system of banking, and 
to guaranty of bank deposit laws. 

Completing this account of his stew- 
ardship with a brief report of the vari- 
ous committees, Mr. Andrew launched 
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into his defense of state banks with the 
statement: “The battle for the preserva- 
tion of the American dual system of 
banking has now reached the critical 
stage and the issue will probably be de- 
termined within the next few months.” 
This is a subject on which Mr. Andrew 
speaks with sincere feeling and at con- 
siderable length. It will be remembered 
that it was on this same topic that he 
addressed the division last year. It is 
impossible to compress all the things he 
said in praise of the state banking sys- 
tems into the small space at our disposal. 
Moreover, to do so would be to involve 
needless repetition and to trespass on 
the territory of the speaker who fol- 
lowed him. 


AGAINST DEPOSIT GUARANTY 


For Alf. M. Landon, Governor of 
Kansas, who had prepared a paper on 
“A Strong State Banking System With- 
out A Deposit Guaranty,” is every bit 
as impassioned a defender of the state 
banks as is Mr. Andrew. Governor 
Landon was not able to be present, but 
his address was read by Henry W. 
Koeneke, bank commissioner of Kansas, 
Topeka, Kansas. It covered much the 
same ground as that of Mr. Andrew. 

‘Deposit guaranty has been tried. by 
eight states,’ wrote Governor Landon, 
“and in every case has proven to be a 
complete failure. . In our state 
it failed to the miserable tune of $7,000, 
000. In Iowa the fund is now $17,000,- 
000 in the red. . 

“These experiences should be sufh- 
cient to prove that the principle is 
wrong, the cost prohibitive, and leads to 
one inevitable end, namely, bankruptcy. 
There is no excuse whatever for trying 
it again.” There is no ground for be- 
lieving that a guaranty under the Fed- 
eral Reserve System will be more effec: 
tive than those tried under the different 
states. The figures as to closed banks 
do not show that the national banks are 
any more efficient and safe than the 
state banks. 

“It has been said that it will force the 
banks to co-operate more closely to pre’ 
vent unsound banking.” But 
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“is there anything in the Glass bill that 
will utilize the wide knowledge of the 
successful bankers now in the business, 
in order to keep dishonest and impru- 
dent men forever out of the banking 
business? Not a word.” 

Then he quoted some startling fig- 
ures. “The total capital, surplus and 
undivided profits of all of the banks in 
the United States, averaged for the year 
ending July 1, 1929, in a statement pre- 
pared by R. N. Sims, secretary-treasurer 
of the National Association of Super- 
visors of State Banks, is given at $5,573,- 
901,340. During the depression years 
1929, 1930, 1931, and 1932—the de- 
posits of failed banks were $3,355,863,- 
000.” In other words, had the law been 
in effect during the last four years, it 
would have used up 60 per cent. of the 
total capital of all banks in the country. 


CATASTROPHE AHEAD; POSSIBLE 
PRECAUTIONS 


“There is no question in my mind,” 
continued Governor Landon, growing 
more confident, “hut that the guaranty 
of bank deposits is a greater blow to the 
ultimate welfare of the American people 
than the wildest inflation of the cur- 
rency could possibly be. : 

“In my judgment, the guaranty of 
bank deposits, if carried out in this coun- 
try to its logical conclusion, will com- 
pletely destroy the entire banking sys- 
tem of the nation. That. destruction 
must inevitably be accompanied or fol- 
lowed by the most extreme inflation of 
the currency. When the final day of 
reckoning comes, there will be no finan- 
cial structure whatsoever to which to 
turn,” 

Having 


uttered this 


prophecy of 
doom, Governor Landon addressed him- 
self to the problem of what the fore- 


sighted bank can do about it. “I would 
be out of place,” he wrote, “were I to 
advise you as to whether or not you 
should withdraw from the Federal Re- 
serve System in order to protect the in- 
vestment of capital entrusted to you by 
your shareholders and depositors.” 

He did add, however, later in his ad- 
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dress: “Some of the most conservative 
bankers in Kansas—heads of some of our 
largest national banks—have asked me if 
they could get state charters quickly, if 
they should decide they want them. I 
have been glad to assure them, and I 
am glad to have you, or anybody else 
interested, know what my answer is, if 
their banks are good and clean and 
liquid they can get state charters very 
quickly. 

“I have wondered whether, if bank 
guaranty is forced on the strong banks 
of the country, would they not reduce 
their capital to the lowest possible 
amount in order to come out from under 
the threat of a capital levy. Such a 
plan would further endanger the deposi- 
tors, but as trustees for your sharehold- 
ers are you not bound to consider such 
a course and would you not be justified 
in doing so, with the depositor given the 
protection of deposit guaranty for what- 
ever it might be worth? 

“The next significant chapter in 
American banking history will be writ- 
ten by the bankers of the country when 
they decide, in the light of their trus- 
teeship to both stockholders and the 
public, what their course will be if 
Congress refuses to repeal the section of 
the Glass bill guaranteeing bank de- 
posits.” 

Governor Landon has small hope of 
the latter. “Guaranty of deposits,” he 
wrote, “did not come on us all at once. 
It came in response to the dissatisfac- 
tion of the people with the present con- 
duct by the bankers of the banks of this 
country. It will not be repealed in a 
hurry. 

“Slight as is my regard for this and 
some of the other provisions of the 
Glass-Steagall bill, I must say in its de- 
fense that it probably would not have 
been passed had the bankers offered a 
sound and constructive legislative pro- 
gram, in an attempt to solve our unsatis- 
factory banking situation.” 

As an example of a constructive pro- 
gram, he cited the bill which he has sub- 
mitted to the Kansas legislature. It 
provides for a banking board of seven 
members who must name the bonds 
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which banks may buy, and the out-of- 
state correspondents which they may 
have. The board is to supervise per- 
sonnel and policies of the banks, deter- 
mine capitalization, and conduct the 
auditing and evaluating of assets. The 
first board is to be appointed by the 
governor, and the majority of members 
must be bankers. They serve for four 
years and then nominate a number of 
persons from whom the governor must 
appoint their successors, thus giving, ac- 
cording to Governor Landon, “a con- 
tinuity of personnel and _ banking 
policy.” The board is to have authority 
to remove any officer or any director of 
any bank. “Protection to the state 
against abuses of the power given the 
board lies in the fact that any legislature 
can amend or repeal the law.” 
Through some such legislation Gov- 
ernor Landon believes it will be possible 
to create “sufficient public confidence in 
state-supervised institutions so that the 
Federal deposit guaranty, in competitive 
cases, will cease to be a deciding factor.” 


TWO TYPES OF BANK MANAGEMENT 


There is another way of restoring 
public confidence—through better bank 


management. In the past this has been 
the method sedulously advocated by the 
State Bank Division in its meetings. 
And it has not yet been lost sight of, in 
spite of the exigencies of the present 
legislative situation. In evidence we cite 
the paper presented by John J. Driscoll, 
Jr., president, Driscoll, Millett & Co., 
analysts in bank management, Philadel- 
phia, Pa., under the title “Maintaining 
Earning Power with Liquidity.” 

“Fundamentally we have the choice 
of two plans to follow in the operation 
of a bank,” said Mr. Driscoll. 

“The first plan is the one most widely 
adopted.” It consists of first determin- 
ing what rates of interest are to be paid 
for deposits, what services are to be 
rendered, and what expenses are to be 
incurred; then developing a plan for the 
investment of funds which will provide 
sufficient income to permit the absorp- 
tion of these costs and still leave a mar- 
gin of profit. This plan invariably re- 
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sults in investment for high yield, with 
the resultant risk of increased capital 
losses, and places the bank in a position 
where it is afraid or unable to adjust its 
basis of handling deposits when such a 
course is dictated. 

“The second plan is not as widely 

adopted as I feel you will agree it should 
be. . . . It provides “that we first 
determine with a given volume of funds 
available to invest, just how we can 
invest them with at least a reasonable 
assurance of soundness and safety. 
We can then determine just what gross 
income can be earned. With income as 
a determined factor we then develop 
just what rates of interest we may pay 
on deposits, what expenses we may in- 
cur, what services we may render with- 
out charge, and what services must be 
charged for to leave a margin of profit 
that we desire to earn. In substance, we 
have cut our operations to meet our 
investment policy, rather than cut our 
investment policy to meet our operating 
costs.” 

This plan means a more selective busi- 
ness and less acquirement of every type 
of business just because it increases bal- 
ance sheet totals. It means, further, less 
worry and risk and a better earning 
power. Mr. Driscoll cited two specific 
examples of banks which managed to 
maintain their earning power in 1932 by 
the use of this second plan, despite the 
conditions prevailing that year. It was 
necessary for them, however, to exer- 
cise constant vigilance. They had to 
prepare budgets of funds, income, ex- 
penses, and interest at the beginning of 
the year, and then maintain a constant 
check to see that these items were main- 
tained and controlled. Thus they ad- 
justed interest rates as rapidly as chang- 
ing conditions made it necessary. They 
did not hold to “the favorite excuse for 
inaction, viz. ‘now is not the time to 
make changes.” Our experience in a 
great many banks,” said Mr. Driscoll, 
“has conclusively proved that the time 
to make changes is when the necessity 
of such changes is recognized.” 

To work such a plan, however, it is 
necessary to know or to have an idea of 
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the margin of profit which will protect 
the position and permit sound earnings. 
“Out of our experience,” said Mr. Dris- 
coll, “we have set up the following 
standards and offer them for your con- 
sideration. A well run bank should 
earn: 

A. On its average demand deposits, 
2 per cent. 

B. On its average time deposits, 21/, 
per cent. 

C. On its stockholders’ investment 
(capital, surplus, and undivided profits) , 
41/, per cent. 

This is exclusive of any profits from 
the sale of securities, recoveries on loans, 
or losses from securities and loans. “This 
standard is 14, per cent. higher on de- 
posits than we suggested before the ad- 
_vent of the new banking act. This 
additional profit is necessitated to care 
for possible and highly probable con- 
tributions to the new guarantee fund.” 


ACTIVE FORUM ON GUARANTY 


There was no tendency on the part 
of the audience to discuss any of the 
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statements Mr. Driscoll made. Such 
common sense doctrine appealed to them, 
apparently, for when the forum discus- 
sion began, not a single member rose to 
speak or ask a question on Mr. Driscoll’s 
speech. 

But on the subject of deposit guaranty 
it seemed that almost everyone present 
had something to say. For almost an 
hour one speaker followed another in 
rapid succession. It was the most active 
exchange of views since the memorable 
night debate on the McFadden bill in 
1926. 

The forum gave a chance for those 
bankers who favor deposit guaranty to 
express their views. They found an able 
champion in Earl Crawford, of Con- 
nersville, Ind., who as a member of the 
legislature as well as a banker, claimed 
to know the sentiment of the lawmakers. 

With positiveness he asserted: “We 
are going to have some kind of a guar- 
anty of deposits. We are going to try 
it out. We ought to come 
along and exert the influence so that it 
will be the kind of a guaranty that is 
going to rest on the people who 

423 











424 THE BANKERS MAGAZINE 


are demanding it, and that is, the de- 
positors. 


TIME FOR POSITIVE ACTION 


“If we would say ‘yes’ and go down 

to Congress and to this administration 
and say that we want to get this law so 
that it is not going to hurt anybody, we 
would get somewhere. We won't get 
anywhere by just being against some- 
thing all the time. The time has come 
when you have got to be for some- 
thing. ; 
“There is a way in which you can 
have insurance, and that is that the de- 
positor pays the premium. If any one 
of your depositors would come and say 
he was going to cancel the fire insur- 
ance policy on his house or on any of 
his property you would say, ‘For God’s 
sake, man, don’t do that! That is false 
economy..” i 

“He has insured his automobile and 
his life and his wife, and all his personal 
property and real estate and he as one 
of the very important functions of bank- 
ing comes and asks us for an insurance 
of his deposit, and we say ‘It won't 
work.’ 

“We ought to say to him that the one 
who is the beneficiary of the insurance 
policy pays the premium.” 

Seconding Mr. Crawford, C. F. Dabel- 
stein, of the Olmsted County Bank & 
Trust Co., Rochester, Minn., charged 
that the state bankers who cite the fail- 
ure of guaranty laws in their states as 
arguments against the present effort had 
not supported their state guaranty laws. 
“They were slackers in the deal. That 
is why it failed. The law was never 
properly backed up.” 

D. B. Lyons, president, First State & 
Savings Bank, Holly, Mich., remarked: 
“If the condition of our banks won't 
warrant an insured deposit or a guar- 
anteed deposit, we ought to have some 
more liquidations right away and re- 
ceivers appointed.” 

H. Herzfield, president, Alexander 
City Bank, Alexander City, La., intro- 
duced himself as a constitutent of Con- 
gressman Steagall and suggested that a 
committee be appointed to confer with 


the Congressman. Said Mr. Herzfield: 
“He would listen with an open mind 
and be sympathetic with our position in 
so far as he could within the intent of 
the law, to protect depositors against bad 
banks.” 

On this, President Andrew com- 
mented: “If I ever saw a man with one 
idea it is Steagall, on the guaranty of 
bank deposits.” 

J. N. Kehoe, president, Bank of Mays- 
ville, Maysville, Ky., made an impas- 
sioned plea for a fair trial for the new 
law. “I have not heard a single man 
here say it won't work except to look 
back and say that state plans have not 
worked,” said Mr. Kehoe. “Gentlemen, 
look forward. This is a progressive age. 
Langley’s flying machine didn’t work at 
first either, but it is working now all 
right. Radio didn’t work either until 
somebody made it work.” 


SOME OBJECTIONS 


At about this point the anti-guaranty 
forces recovered from the surprise of 
finding such articulate support for the 
idea and began to show a little fight. 
William B. Hughes, of Omaha, Neb., 
rose with the remark: “I heard a thou- 
sand speeches just like that back in 
1909.” The Nebraska law failed, he 
said, and the one proposed in the Bank- 
ing Act of 1933 will fail aiso because 
“it does not purpose to build up a big 
fund during a long term of years.” 
But if it could be changed, as suggested 
by Mr. Crawford, to make the depositor 
pay the premium, Mr. Hughes believed 
it would work. 

W. S. Elliott, of Canton, Ga., o 


posed the law because, among other 


things, “it is contrary to every principle 
of religion. There is no modern re- 
ligion,” -he said, “that is practiced by 


the civilized peoples of the world at the 
present time that places salvation on the 
basis that another man must answer for 
his neighbor’s sins.” He blamed the 
bankers for permitting the law to be 
passed by failing to send representatives 
to Washington to oppose it in time. 
“It is too late now to cry for help. The 
thing to do is to adapt ourselves to it 
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and secure such modifications ; 
as will enable the sound banks to live 
under it.” 

Charles F. Zimmerman, president, 
First National Bank, Huntingdon, Pa., 
closed the discussion with the hope that 
the deposit guaranty provisions of the 
law, if they cannot be repealed, may 
be “postponed forever.” 


THE NEW OFFICERS 


At this meeting the following officers 
were elected to serve for the ensuing 
year: President, Clyde Hendrix, presi- 
dent, Tennessee Valley Bank, Decatur, 
Ala.; and vice-president, James C. Bol- 
ton, vice-president, Rapides, Bank @& 
Trust Co., Alexandria, La. 

The following were elected to the 
executive committee for terms of three 
years: C. J. Kirschner, vice-president, 
Markle Banking & Trust Co., Hazleton, 
Pa.; and Robert M. Hanes, president, 
Wachovia Bank & Trust Co., Winston- 
Salem, N. C. 


CLYDE HENDRIX 


Mr. Hendrix might be called, in col- 
lege parlance, a “four letter” banker. 
He is president not only of the Tennessee 
Valley Bank, Decatur, Ala., but also of 
the Belle Mina Bank, Bell Mina, Ala.; 
the Farmers & Merchants Bank, Madi- 
son, Ala.; and the North Alabama Build- 
ing & Loan Association, Decatur, Ala. 

Mr. Hendrix was born near Florence, 
Lauderdale County, Ala., in 1881. He 
did not find his way into banking until 
he was twenty-two, trying first clerking 
in a retail store, then selling, and finally 
keeping books. But since 1903 he has 
been with the Tennessee Valley Bank 
which he now heads. When he joined 
it it was The Merchants Bank, at Flor- 
ence. A year later he was moved to the 
Decatur office as assistant cashier. In 


1907 he was advanced to cashier and in 
1916 he became president. 

In addition to his banking work Mr. 
Hendrix has long been interested in local 
politics. For eighteen years he has been 
a member of the city council of Decatur. 
He is now chairman of its finance com- 
mittee. 

Of course he is a Democrat. 


—e— 


FEDERAL RESERVE FIXES RATE FOR 
TIME DEPOSITS 


THREE per cent. is the maximum rate of in- 
terest that member banks of the Federal Re- 
serve System are allowed to pay on time 
deposits, according to a regulation recently 
issued by the Federal Reserve Board, follow- 
ing out the provision of the Banking Act of 
1933 which stipulated that as soon as prac’ 
ticable the Reserve Board should fix a maxi- 
mum rate of interest on deposits not subject 
to withdrawal for at least thirty days. The 
regulation goes into effect on November 1. 
Time deposit agreements entered into before 
June 16 and not expired may be fulfilled, but 
they will not be subject to renewal at the 
higher rates. 

The regulation also provides that no mem- 
ber bank may pay any time deposit in ad- 
vance of the maturity date specified in the 
contract, even though the depositor is willing 
to waive interest, and that, in the case of sav- 
ings accounts carried by member banks, the 
banks may, at their option, require thirty 
days’ notice before withdrawal is allowed. To 
prevent banks from circumventing the ruling 
regarding time deposit maturities by making 
loans on such accounts, the regulation spe- 
cifically states that the bank making a loan 
on such an account must furnish proof that 
evasion of the ruling 1s not being attempted. 

Interest on demand deposits is prohibited 
under the regulation except (1) any deposit 
which is payable only at a bank’s office in a 
foreign country, not including territories, de- 
pendencies or insular possessions of the 
United States; (2) any deposit made by a 
mutual savings bank; (3) any deposit of pub- 
lic funds by a state or other political subdi- 
visions where payment of interest is required 
by law; (4) payment of interest in accordance 
with a contract entered into before June 16, 
1933. 





National Bank Division Meeting 


Legislative Changes Open New Banking Era—Time Deposit Reg- 
ulations Arouse Interest— Loan and Investment Policies 
Little Changed by the New Law 


the honor of opening the A. B. A. 
Convention of 1933, on Labor 
Day morning, September 4. It may 
be that the division was given this 
eminent place in order that it might set 
the keynote for the whole convention. 
At any rate, it did. It held a meeting 
devoted entirely to recent legislative 
developments. 
No other group in the association is 
so completely and directly affected by 


Ts the National Bank Division fell 


© stank & STOLLER. INC 
Irvinc W. Cook 


President of the First National Bank, 
New Bedford, Mass., who was elected 
president of the National Bank Division 


the banking legislation enacted by Con- 
gress in the last six months. And in no 
similar period for a long time have such 
sweeping alterations been made. Wit- 
ness the following enumeration, made 
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by J. R. Cain, Jr., vice-president, Omaha 
National Bank, Omaha, Neb., in his 
opening address as president of the 
division of the laws which affect bank- 
ing directly or indirectly: The Agri- 


J. R. Carn, Jr. 


Vice-president, Omaha National Bank 
Omaha, Neb.; retiring president, Na- 
tional Bank Division 


cultural Relief Act, the Home Mortgage 
Law, the Farm Credits Act, the Na- 
tional Industrial Recovery Act, the Se- 
curities Act of 1933, the Emergency 
Banking Act, the Banking Act of 1933, 
the abrogation of the gold clause, and 
the authorization of a central bank for 
co-operatives. 

“In fact,” said Mr. Cain, warming 
to his subject, “so many changes have 
come into banking through Presidential 
edict as well as through legislative direc- 
tion that henceforth banking history, 
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except for purposes of comparison, will 
date largely from this year.” More- 
over, these moves are “along the path 
of Federal control and Federal aid for 
a distance farther than ever had been 
traversed before in America.” They 
merit, therefore, the “painstaking study” 
which the division instituted at this 
meeting. 

It was not possible, of course, to 
discuss all, or any considerable number 
of the problems raised by legislation in 
a single meeting. The program was 
confined to two. 

The first of these “Interest Rates on 
Time Deposits’ was covered by O. 
Howard Wolfe, cashier, Philadelphia 
National Bank, Philadelphia, Pa. Mr. 
Wolfe had participated, as a member 
of the joint committee of the Ameri- 
can Bankers Association and the Asso- 
ciation of Reserve City Bankers, in 
the discussions of the Federal Reserve 
Board prior to the issuance of the regu- 
lation fixing the maximum rate to be 
paid on time deposits at 3 per cent. 
per annum. He was in a_ position, 
therefore, to explain the background of 
the regulations as well as the regula- 
tions themselves. 


DEFINING TIME AND SAVINGS ACCOUNTS 


“The principal difficulty that the 
Federal Reserve Board was faced with,” 
he said, “was that of defining the dif- 
ference between time and savings ac- 
counts. They first use the old 
definition which they have used hereto- 
fore in one of their regulations, that 
savings accounts shall be accounts for 
which the passbook or other form of 
receipt must be presented to the bank 
whenever a withdrawal is made, and 
the depositor may be required to give 
notice of not less than thirty days, and, 
third, the above requiremcnts are con- 
tained in the written notice or printed 
regulations in the bankbook. 

“But the most important definition of 
Savings accounts . . . is that saving ac- 
counts shall be bona fide thrift accounts. 
They shall not under any circumstances 
be business men’s accounts. We tried to 


get written into these regulations—and 
I expect ultimately to see them there— 
the provisions such as we have in Phila- 
delphia, for example, and in other cities, 
namely, that savings accounts shall be 
limited to accounts carried by indi- 
viduals and shall include no business 
account of any kind whatever.” 
Another important provision, he said, 
was that which provides that when a 
notice matures or when a certificate of 
deposit falls due, interest on that 
money ceases. The money can remain 
on deposit indefinitely, but it will draw 
no more interest, for it has the status 
of a demand deposit. This provision 
Mr. Wolfe considers very important. 


URGES SOUND CO-OPERATION 


In these regulations, Mr. Wolfe 
continued, the Federal Reserve Board 
followed its announced policy of not 
attempting to go into great detail to 
forbid, specifically, practices which might 
be used to evade the law. The board 
had frankly said to the committee that 
it would prefer to see whether the banks 
themselves would not follow the spirit 
of the law before providing against 
evasions. 

“Isn't it unfortunate,” continued Mr. 
Wolfe, “that we co-operate as we do— 
and we are dedicated to co-operation— 
we usually co-operate with respect to 
interest upon an unsound basis rather 
than upon a sound basis? 

“For example, you will have a bank 
in a town in which there are four banks, 
all of them accepting savings accounts, 
and three of the bankers will pay, let 
us say, 3 per cent. under certain con- 
ditions, and the fourth banker pays 4 
per cent. The three try to get the 
fourth to cooperate and he refuses. 
What happens? The three then co 
operate with the fourth and they all 
pay 4 per cent... . 

“It is upon that question I think that 
remaining regulations may hinge. In 
other words, from here on if we will 
co-operate to pay sound rates of interest 
upon a sound basis, if we will learn to 
distinguish between savings accounts 
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and demand deposits and time deposits, 
distinguish between them not on the 
basis of interest but on the basis of 
their operation, and if we will agree 
to co-operate on those lines, I think 
you will never have need to see another 
set of regulations come out. 

“It is in your hands, gentlemen, as 
to what further may develop of Federal 
control with respect to the payment of 
interest on deposits.” 


MANY QUESTIONS ASKED 


After Mr. Wolfe’s address the un- 
expected happened. When the presid- 
ing officer asked if there were any 
questions, there was an avalanche of 
them—so many that it was necessary 
finally to shut them off summarily in 
order to go on with the rest of the 
meeting. The inquirers wanted in- 
formation on all sorts of detailed points, 
most of which are covered in the regula- 
tions and are, therefore, not reproduced 
here. One of the important points 
(brought out by Richard S. Hawes) 
was that a footnote to the regulations 
forbids lending on a certificate of deposit 
by the bank which issued it. Moreover, 
there is a penalty for making payments 
on certificates of deposit before ma- 
turity. Another, brought out by Jay S. 
Buckley of Ansonia, Conn., was that 
the regulations do not cover mutual 
savings banks. They may continue to 
pay interest on demand deposits, if 
they so desire, and may pay any rate 
that seems fit on their savings deposits. 


GROWING IMPORTANCE OF GOVERNMENT 
BONDS 


The remainder of the speaking pro- 
gram was given over to a symposium on 
“Adusting Loaning and _ Investment 
Policies Under the Banking Act of 
1933.” Marvin E. Holderness, vice- 
president, First National Bank, St. Louis, 
Mo., discussed this from the viewpoint 
of the city banks; and Charles F. Zim- 
merman, president, First National Bank, 
Huntington, Pa., from the viewpoint of 
the country banks. 
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Mr. Holderness began with a review 
of the main provisions of the banking 
act, making brief comments on some, 
and presenting an interesting computa- 
tion of the cost of deposit guaranty, 
had the present law been in effect since 
1922. This is not reproduced here 
because space limitations preclude the 
inclusion of material not germane to 
the announced subject. 

“The greatest adjustment we shall 
have to make in the commercial banking 
of tomorrow,” said Mr. Holderness, 
“will be involved in our Government 
bond and investment account. 

“Tam inclined to think banks in 
general will be giving more favorable 
consideration to ‘holding more substan- 
tial amounts in U. S. Government 
securities, partly because of patriotism 
and partly from necessity, but it will 
also be good business and sound policy 
to do so. Short-term Government and 
a reasonable amount of long-term Gov- 
ernments for collateral use at the Fed- 
eral Reserve Bank will continue to be 
the strongest support of the city bank’s 
position, and not an unimportant part 
of its investment program. It is prob- 
ably true that any institution which 
had nothing but Government securities 
for the past three years, and which 
had exercised reasonable intelligence in 
handling them, would have come closer 
to netting a satisfactory return than 
those institutions which, in an endeavor 
to make substantially higher income, 
have had to absorb severe losses. 

“It does not follow, however, that 
banks should not go out of the Govern- 
ment class in buying bonds. Such 
limitation is not desirable, nor would it 
be practicable, if indeed possible in 
many cases.” A bank must have an 
investment account or a bond account. 
despite all the grief it may have caused 
in the past. 

“The policy for handling this ‘invest- 
ment account’ in the past was centered 
primarily about the idea of maintaining 
it as a ready source for replenishing 
depleted cash reserves. When credit 
conditions became strained, the ordinary 












bank loans of individuals commanded 
a very limited marketability because of 
our lack of adequate rediscount facili- 
ties. Consequently, bonds that could 
be sold on the open market were almost 
invaluable in times of stress as a ready 
means tor obtaining necessary cash... . 


LIQUIDITY REALLY ‘‘SHIFTABILITY”’ 


“Experiences in the last two years 
have amply demonstrated that the so- 
called liquidity of the investment ac- 
count was largely a snare and a delu- 
sion during any period of exceptional 
financial pressure. In justice, however, 
to investment securities, it should be 
pointed out that the whole question of 
liquidity of bank assets of all types is 
subject to a new interpretation in the 
light of recent experience. In the first 
place, we should frankly realize that 
the liquidity of assets for the banking 
system as a whole is very limited.” The 
majority of loans which are considered 
liquid are so, from the point of view 
of one institution. But from the point 
of view of the banking system as a 
whole, “a substantial portion of this 
so-called liquidity is really nothing more 
than ‘shiftability’.” If payment of the 
average loan were demanded, it would 
be liquidated by obtaining a similar 
loan from another bank. “This is true 
of practically all types of credit. 

As a matter of fact our credit system 
functions only so long as confidence in 
it continues. The moment confidence is 
lost, actual liquidity disappears regard- 
less of how carefully and conservatively 
the original loan may have been set up. 

“Nevertheless, we know that in order 
to meet immediate demands, a reason- 
able proportion of a bank’s loanable 
funds will continue to be placed in 
what are ordinarily termed ‘investment 
securities.. The most important point 
for the banker to bear in mind is not 
to place too large a proportion in long 
term investments, even though they be 
high grade. . . . As long as a substan- 


tial portion of his funds must find place- 
ment in the investment field, he must 
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qualify for handling this branch of his 
work efficiently and intelligently.” 

Mr. Zimmerman also permitted him- 
self a short digression before he took 
up the main subject of his address. He 
devoted some ten minutes to an attack 
on what he termed “the go-getter era 
in banking” concluding with the state- 
ment “Even he who runs must surely 
have read by this time that promotional 
effort in banking provides no shrine 
worthy of any worshiper.” 

Then, before launching into the body 
of his speech, he took up the saying 
that “good banking is not a question 
of banking law.” “This,” he said, “is 
neither strictly true nor wholly false. 
Certain it is that a good banker is not 
in any special need of having the affairs 
of his bank closely regulated, but unless 
restrictions are set up against banks and 
bankers of less conservative methods, 
the whole structure of banking may be 
imperiled in a day of reversal in eco- 
nomic conditions. Our duty as bankers 
is to adjust ourselves as nearly as may 
be to the common welfare by accepting 
such restraints of law as will lessen the 
dangers that have arisen in our Ameri- 
can system of banking.” 


WHAT PROPER STANDARDS DO 


Mr. Zimmerman believes that one of 
the effects of the new bank act will be 
a marked trend toward greater liquidity 
in all bank loans. “It may be,” he said, 
“that the country banker has not given 
enough thought to the question of 
liquidity in the note portfolio of his 
bank. For this reason I venture to cite 
a few interesting facts regarding what 
I believe to be possible for every local 
bank, this data being taken from the 
records of a certain country bank for 
1932, the year of greatest stringency 
both with regard to repayment on ac- 
count of loans and restrictions placed 
upon bank credits. 

“This bank carried an average of 
$1,350,000 in promissory and collateral 
notes, falling due in thirty, sixty, or 
ninety days. The total number of notes 
maturing during the year was 4528. 





430 


These notes did not represent the type 
commonly referred to as commercial 
paper. With very few exceptions, they 
were strictly local loans not eligible for 
rediscount with the Federal Reserve 
Bank, and might very properly be re- 
garded as capital loans—in large part 
loans that were not self-liquidating, but 
such as comprise the major line in the 
average country bank. 

“With no deviation whatever from 
the well-established policy of the bank 
with regard to initial arrangements 
made for repayment at the time each 
loan was granted, it was found that 
payments on account and in full during 
the year 1932 aggregated $385,646 or 
281/, per cent. of the principal amount. 

“Likewise out of the total number 
of 4528 notes which matured during 
the year, 3252 notes were either reduced 
or paid in full by the borrower. In 
other words, three fourths of all of 
the notes falling due in the bank were 
steadily moving out of the note case. 
The record also shows that the service 
of the bank to its patrons sustained no 
interruption, since new loans in the 
amount of $436,104 were granted to 
local patrons during that vexatious year. 

“It will thus be seen that proper 
standards of repayment are a great essen- 
tial and can be made a potent anchor 
to windward in an an hour of stress. 
Surely, there is no virtue for any 
country bank in permitting local loans 
to become frozen as a matter of habit 
and then relying on outside commercial 
paper to supply ready funds, when, if 
and as required.” 

On the subject of investments Mr. 
Zimmerman said he had undergone a 
change of opinion. “I had long been 
numbered among those who felt that 
sole reliance should be placed upon the 
consensus of opinion within a given 
board of directors, in their decisions 
concerning the bank’s investment pro- 
gram. Reluctantly, I came to admit 
that conclusions thus formed are too 
often mistaken and that supplemental 
investment counsel has become an essen- 
tial in this important procedure. 

It seems that in every country bank 
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the investment portfolio had better be 
receiving trustworthy scrutiny and in- 
formed, direct supervision, to the end 
that the bank may have less fallible 
counsel to supplement the deliberations 
of the officers and the board of direc- 
tors. Formerly dependence was placed 
on suggestions that were rarely, if ever, 
disinterested. For this all banks have 
paid a price. Both reason and expe- 
rience tell us that our methods can be 
made more thorough and more reliable.” 


THE 


At the close of the session the 
following officers were elected to 
serve for the ensuing year: President, 
Irving W. Cook,, president, First Na- 
tional Bank, New Bedford, Mass.; and 
vice-president, C. J. Lord, president, 
Capital National Bank, Olympia, Wash. 

The following were elected members 
of the executive committee: W. J. 
Couse, president, Asbury Park National 
Bank & Trust Co., Asbury Park, N. J.; 
Victor B. Deyber, president, Second 
National Bank, Washington, D. C.; 
J. DeForest Richards, president, National 
Boulevard Bank, Chicago, IIl.; Russell G. 
Smith, cashier, Bank of American Na: 
tional Trust & Savings Association, San 
Francisco, Cal. 

After the election and installation of 
officers, the former executive committee 
presented to its retiring president a 
silver service, a token of its esteem. 


NEW OFFICERS 


IRVING W. COOK 


The new president, Mr. Cook, is a 
New Englander, his scope of operations 


being the Cape Cod region. He was 
born in 1876 in Provincetown, Mass., 
but his first job was in Hyannis, Mass., 
with the First National Bank of 
Hyannis. Later he moved to the 
Hyannis Trust Company, and then to 
his present job as president of the First 
National Bank, New Bedford, Mass. 
He is also a director of the Morse 
Twist Drill and Machine Company. 
He served in 1924-25 as president of 
the Massachusetts Bankers Association. 
He is a Mason and a Republican. 











Trust Division Meeting 


Principles of Trust Service—Threatening Legislation and Measures 
to Check It—Conservators and the Trust Business 
—Conservative Investment Principles Restated 


set a new precedent. It did not in- 

clude among its announced speakers 
a single trust company officer. Of 
course, there was the inevitable address 
of the president, who is always a trust 
man, but one does not normally consider 
this a part of the prepared program. 
It is in the nature of regular business, 
like the call to order and the invocation. 
But the featured speakers are almost 
invariably drawn from the ranks of men 
engaged in the hard, everyday work of 
trust administration. 

Heretofore it has been the General 
Sessions of the convention which have 
enjoyed the distinction of bringing most 
of their speakers from outside the bank- 
ing field. The Trust Division did not 
go quite so far as that; it merely se- 
cured speakers from other departments 
of bank work than the trust department. 
One of the addresses was prepared by 
J. F. T. O’Connor, Comptroller of the 
Currency (who is, therefore, mainly 
occupied with national bank work), 
and the other by Philip A. Benson, 
president of the National Association 
of Mutual Savings Banks, and _presi- 
dent also of the Dime Savings Bank of 
Brooklyn, N. Y. 

It was as if the Trust Division had 
said, “Enough of this eternal ‘solving 
of problems’ at our meetings. Let’s get 
some men in from the outside and have 
a meeting which is distinguished for its 
interest instead of its practical value.” 
And if this was the aim it must be 
said that it was successful. This is the 


T= meeting of the Trust Division 


only one of the divisional meetings 
where the presiding officer did not make 
any appeal to the audience to stay and 
listen to what was to come. 
terest held them. 

President R. M. Sims, vice-president, 


Their in- 


American Trust Company, San Fran- 
cisco, Cal., in reviewing the work of 
the division for the year, selected, as 
the most important achievement, the 
drawing up of “a statement of prin- 
ciples that guide and govern the rendi- 
tion of trust service by corporate trus- 





R. M. Sims 


Retiring president of the Trust Divi- 

sion. Mr. Sims is vice-president of the 

American Trust Company, San Fran- 
cisco, Cal. 


tees.” This was intended to counteract 
the effect of recent attacks on corporate 
fiduciaries by magazine writers and 
others. It took some time to get such 
a statement drawn up and approved by 
the Executive Committee of the Trust 
Division and by the Executive Council 
of the A.B.A., but it was finally 
accomplished. 

“The principles have been well re- 
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ceived and welcomed by members of 
the Trust Division,” Mr. Sims reported, 
“but the corporate trustee must not be 
like the American people at large, who 
are great on principles but weak on 
practice.” The weakness of the prin- 
ciples is that they are not binding; 
adherence to them cannot be compelled. 
“We must go further and by the 
adoption of some code put the 
conduct of trust business in general on 
a firm foundation.” Otherwise, “there 
will be administrative and_ legislative 
action for stricter supervision of banks 
and trust. companies. . Rather than 
await such laws or regulations it is 
far better that the division adopt a satis- 
factory code and secure its use as far 
as possible.” 

Already, Mr. Sims noted, there is 
the threat of adverse legislation. There 
is a definite desire in the minds of some 
officials to set up a system of purely 
commercial banks, “free not only from 
investment afhliates but also from trust 


departments” and it is feared that a 
bill to separate trust departments from 
banks may be recommended to the next 


Congress. The Executive Council of 
the A.B. A. has expressed its opposi- 
tion to this proposal and has instructed 
its Federal Legislation Committee to 
co-operate with the Trust Committee 
in the attempt to prevent the passage 
of such legislation. 


MAGNITUDE OF CONSERVATORS’ TRUST 
JOB 


Mr. Sims then introduced Gwilym A. 
Price, vice-president, Peoples-Pittsburgh 
Trust Company, Pittsburgh, Pa., who 
read a statement prepared by J. F. T. 
O'Connor, Comptroller of the Currency, 
on “Trust Departments and the Bank 
Holiday.” Mr. O’Connor’s memo- 
randum began by recounting the events 
which led to the bank holiday, following 
which “conservators were appointed for 
over a thousand national banks within 
a few days. . Of the 1026 banks 
placed in the hands of conservators,” 
he wrote, “it was found that a total of 
345 banks had trust departments with 
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trust assets of an aggregate value of 
approximately $317,000,000, involving 
over 16,000 separate fiduciary relation- 
ships.” This compares with 1774 trust 
departments of national banks on June 
30, 1932, with trust assets of approxi- 
mately $5,000,000,000, and 
104,000 accounts. 

Of the 345 banks there had been, as 
of August 23, twenty declared insolvent 
and appointed, fifty-seven 
licensed, and 268 remained in conserva- 
torship, with trust assets aggregating 
approximately $217,000,000. The Comp- 
troller’s office found it desirable to estab- 
lish a separate unit to supervise the 
affairs of these trust departments. 

“Theoretically,” wrote Mr. O'Connor, 
“the trust department of a_ national 
bank, if operated in strict conformity 
with the existing regulations, would 
not be subiect to the vicissitudes of the 
bank as a whole and could continue to 
function in a perfectly normal and un- 
restricted manner without regard to the 
ultimate disposition of the commercial 
affairs of the bank. In practice, how- 
ever, the Comptroller of the Currency 
could not presume that such an ideal 
situation existed in each conservatorship 
bank, since experience has shown that 
many banks either did not properly 
interpret the regulations governing the 
operations of their trust departments, or 
for various other reasons failed to com- 
ply properly with such regulations. It, 
therefore, was necessary for the Comp- 
troller to ascertain the true condition of 
the trust department of each bank, and 
hence the first instructions to conserva: 
tors following their appointment  re- 
quired the preparation and forwarding 
by them of a report giving a complete 
statement of the bank’s trust depart: 
ment, including the description and 
market value of securities pledged by 
the bank to protect the deposit of unin- 
vested trust funds. .. . 


Serving 


receivers 


RIGHTS AND DUTIES 


“At the same time, it was realized 
that to obtain and analyze properly 
these trust department reports would 
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require some time, and that it was de- 
sirable, and in some cases probably 
necessary, that conservators should be 
given some limited authority with ref- 
erence to trust department operations 
during the interim. Accordingly, con- 
servators were instructed to ‘rule off 
the trust department ledgers so as to 
differentiate between transactions occur- 
ring prior and subsequent to the bank’s 
closing; furthermore conservators were 
given power to collect income and 
principal of trust investments in the 
usual way, but monies so collected were 
to be segregated and kept in cash or 
on deposit in a special account with 
the local Federal Reserve Bank. As to 
funds so collected, conservators were 
empowered to disburse them amongst 
the proper parties, without restriction 
or limitation, in strict accordance with 
the terms of the governing trust instru- 
ments or existing court decrees.” 

Since, however, the conservator oc- 
cupied the same relation to claimants 
as a receiver, care had to be taken 
that no beneficiary or other claimant 
received any preference over another in 


the distribution of monies collected and 
available. 

“The broad question still remains,” 
Mr. O'Connor continued, “as to whether 
these trust departments should be liqui- 
dated, or whether their continued opera- 
tion should be permitted with such 
necessary restrictions as the circum- 
stances of a particular case might re- 
require.” From a study of the Bank 
Conservation Act it seemed clear that 
the intent of Congress was “to preserve 
the assets of the bank as far as possible, 
in such form that, upon the termination 
of the conservatorship, normal business 
could be resumed without prejudice to 
the bank. In view of this legislative 
intent, the Comptroller of the Currency 
has felt entirely justified in taking the 
position that the conservator succeeded 
to the rights and duties incident to the 
execution of trusts of which the bank 
was trustee at the time of the appoint- 
ment of the conservator. .. . 


WHAT CONSERVATORS DO NOT DO 


“While the Comptroller has thus 
continued the administration of trust 
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estates to the fullest extent possible in 
each particular case, he has not felt that 
the terms of the Bank Conservation 
Act could be so interpreted as to 
authorize conservators to accept new 
trust appointments and so to subject 
the assets of their respective banks to 
the possibility of new liabilities. 

“In furtherance of the conservation 
idea, the Comptroller felt that, during 
the conservatorship period, all final 
settlements and all matters involving 
the termination of trust relationships 
should be postponed pending the ulti- 
mate disposition of the affairs of the 
bank, unless the circumstances of the 
particular case made such a course in- 
advisable. The reason for this was, 
not only the possibility of the trans- 
formation of the trust estate upon the 
termination of the existing trust, but 
also the difficulties which might be in- 
volved if it were necessary to liquidate 
investments in order to make final set- 
tlements. 

“Another important problem con- 
fronting the office of the Comptroller 
of the Currency was the problem of 
making investments of trust monies. It 
was realized that, at the inception of 
the fiduciary relationship, most persons 
creating such relationships were moti- 
vated or certainly must have taken into 
consideration the ‘personality’ of each 
respective trust department as reflected 
in its management. Since that manage- 
ment ceased upon the appointment of 
a conservator, the Comptroller felt that 
no action should be taken by the con- 
servator materially affecting the inter- 
ests of any of the trust beneficiaries 
when such action involved the exercise 
of a discretion originally vested in the 
management of the bank. For this 
reason, generally speaking, investment 
or reinvestment of trust funds was not 
permitted during conservatorship, unless 
all parties in interest were legally com- 
petent to direct or approve such invest- 
ments or reinvestments, or unless invest- 
ments were absolutely necessary to pre- 
clude loss to the trust estate and such 
action was directed or approved by a 
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court of competent jurisdiction. 
“The splendid spirit of co-operation 
which has been manifested by trust 
department clients, and the sympathetic 
understanding and fortitude with which 
they have borne such inconveniences as 
necessarily resulted from the banks’ 
conservatorship have been very gratify- 
ing to the office of the Comptroller of 
the Currency and should be gratifying 
to all who are interested in trust busi- 
ness generally, since this spirit be- 
speaks the confidence of the public in 
the corporate fiduciary. The experience 
gained by conservatorship banks operat- 
ing trust departments, by customers of 
such trust departments, and by the 
office of the Comptroller of the Cur- 
rency, should inure to the benefit of 
all concerned, and certainly cannot 
prejudice the corporate fiduciary idea.” 


DEFENSE OF LEGAL INVESTMENT LIST 


Mr. Sims then introduced Philip A. 
Benson, who addressed the division on 
“The Legal List Under Present-Day 
Conditions.” Mr. Benson is particularly 
qualified to speak on this subject, said 
Mr. Sims, by reason of his position as 
chairman of the Investment Committee 
of the Savings Bank Association of the 
State of New York. 

Mr. Benson explained that he was 
filling the place on the program orig- 
inally intended for Hon. Joseph V. 
McKee, president, Title Guarantee & 
Trust Co., New York, N. Y. The 
invitation came to Mr. Benson while 
he was on vacation, and he, therefore, 
felt it necessary to apologize for speak- 
ing extemporaneously. 

“The fund that is administered by 
the savings banks,” Mr. Benson began, 
“in most states is limited by law as to 
the type of investments to the 
legal list. And in the main, as I 
understand it, in the same states trus- 
tees, unless they are otherwise author- 
ized to invest, are limited to those same 
investments or nearly the same. 
We must invest those funds. . . 


with 
the idea of absolute safety, and yet 
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producing a fair return to those en- 
titled to get it. 

“The question is, it seems to me, has 
the legal list been wisely provided for? 
That is to say, are the laws that govern 
it the ones that ought to govern it?... 

“In justification of a legal list I want 
to say that in the State of New York 
no savings bank, no mutual savings 
bank—and that is the only kind we 
have in New York—has failed to pay 
every depositor as he wanted his money, 
without a single failure all through the 
depression. f 

“Also I have reason to know that 
every savings bank in the state is 
solvent on present market prices. It 
seems to me that this is an argument 
for the existence of a legal list.” More- 
over, “I have not discovered myself, 
and I have not heard anybody else make 
a convincing statement that leads me 
to believe we ought to change the New 
York law.” 


STATE AND MUNICIPAL BONDS 


Taking up, then, the various classes 
of legal investments, Mr. Benson con- 
tinued, “At present we can invest in 
the bonds of any state in the Union, 
or we could until recently.” The 
qualification is made necessary by one 
state failing to meet its obligation. “It 
raises the question in my mind,” he 
said, “as to whether the bonds of 
every state in the Union are a good 
investment for trust funds. ... It 
seems to me that what we should con- 
sider is that only those states that have 
abundant resources to meet their obliga- 
tions, and a record in back of them of 
a whole-hearted will to pay what they 
owe without any question of repudiat- 
ing their debt in whole or in part [merit 
confidence}. If we can discover which 
_ states these are . . . those are the state 
bonds that are good for trust and sav- 
ings investments. 

“We have learned a good deal about 
municipal bonds recently. . . . It seems 
to me that municipal bonds are good 
only if they are issued by cities with 
a comparatively low debt ratio, with 
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diversified industries within that city. 

. Furthermore, cities have no right 
to expect to remain in debt indefinitely. 
All of their bonds should be issued for 
serial repayment or with a provision for 
adequate sinking funds, so that the 
debt may be paid within a reasonable 
time. We could add to these things 
good government, a lack of extrava- 
gance, that would also strengthen our 
bonds. Then there is one provision 
that we have written in our law that 
I think we ought to recognize as being 
a good provision. That is, the bonds 
should be backed by unlimited taxing 
power. ... 


RAILROAD AND UTILITY BONDS 


“Our next great subdivision is rail- 
road bonds. From the way some 
people talk at times, you would think 
that it was a disgrace to own a rail- 
road bond.” Mr. Benson did not feel 
so. He made a spirited defence of the 
railroads, stating that no other agency 


can move freight so cheaply, denying 
that the railroads are overcapitalized, 
suggesting that railroads ought to be 
permitted to earn enough money to 
reduce their debts gradually, and cit- 
ing the rapid recovery of railroad net 


incomes in the first half of 1933. Three 
things are still necessary, he said, to 
improve the position of the railroads: 

1. Removal of restrictions to permit 
railroads to operate against competing 
agencies. 

2. Regulation to the extent desirable 
of competing agencies, such as water- 
ways, trucks and buses. 

3. Elimination of Government sub- 
sidy of completing services and with- 
drawal of the Government from the 
operation of service on inland water- 
ways. 

“A bond that we legalized only re- 
cently, that is, within the last few 
years, we know as utility bonds. 
These bonds it seems to me have stood 
up splendidly throughout the whole 
economic depression. Of course, 
there are things that we must guard 
against, even in investing in utilities. 
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. . . It is difficult to get very many 
closed underlying mortgage bonds of 
our good public utilities. . . . 

“Tt seems to me that in the future 
some of the extensions of plant ought 
to be financed out of earnings. It seems 
to me also that there ought to be a 
way of providing sinking funds for 
some of those issues. There is 
going to be an increasing desire to 
regulate the utilities and an increasing 
effort to reduce their earnings by reduc- 
ing their charges to consumers. 

“These things are the slight dangers 
that lie in the way of public utility 
investments, and perhaps it. is better 
to take those whose maturity is not 
too long and where the restrictions on 
additional bonds that may be issued 
are not too limited. 

“I want to come finally to the thing 
that perhaps causes more trouble than 
anything else today—the real estate 
mortgage.” One of the reasons is the 
participating interests which have been 
created. It is “very difficult for the 


various people that own the shares in 
it to get together and do anything to 


protect their interests. If I were 
making a change in the New York law 
today, I would take out of the law the 
right of trustees to invest in participa- 
tions in mortgages... . 

“What mistakes have we made on 
mortgages? Well, we have made too 
liberal appraisals. Then I think 
we have loaned too large a percentage 
of value on them. I would like 
to see it down to 50 per cent.” 
Often we have loaned “without asking 
them to pay any of it off. Nobody 


wants to get small payments on a loan. 
It is an awful nuisance to reinvest the 
payments. True, but you have jeop- 
ardized the principal by not having it 
amortized.” 

Finally, Mr. Benson considered the 
factors in favor of and against the bonds 
of the new Home Loan Bank, conclud- 
ing that “the bonds have some merit 
and whether we take them or not, I 
suppose, depends on the particular 
mortgage that they are offered in pay- 
ment of. If that is an awfully good 
mortgage, we would probably rather 


have it than the bonds.” 


NEXT YEAR'S OFFICERS 


At the close of the meeting, the fol- 
lowing officers were elected to serve 
for the ensuing year: President, H. O. 
Edmonds, vice-president, Northern Trust 
Company-Bank, Chicago, Ill.; and vice- 
president, Leon M. Little, vice-president, 
New England Trust Company, Boston, 
Mass 

The following were elected members 
of the executive committee: Lewis E. 
Pierson, chairman of board, Irving Trust 
Company, New York, N. Y.; Robert- 
son Griswold, vice-president, Maryland 
Trust Company, Baltimore, Md.: C. 
Sumner James, executive vice-president, 
Citizens National Trust & Savings 
Bank, Los Angeles, Cal., Leslie G. 
McDouall, associate trust officer, Fidelity 
Union Trust Company, Newark, N. J.; 
Gwilym A. Price, vice-president, Peoples- 
Pittsburgh Trust Company, Pittsburgh, 
Pa.; A. Holt Roudebush, vice-president, 
Mississippi Valley Trust Company, St 
Louis, Mo. 


“The finest and most advanced trust argument is just the tiniest 
departure from the more ordinary sales method seen on every 


hand. 


It entails the use of trust logic as always, with just that 


twist which shows how principles have developed into practice.” — 
T. T. Weldon: New Business for the Trust Department. 





Savings Division Meeting 


The End of a Hard Year—A Bank for Savings Banks—Save or 
Spend for Prosperity? —In Praise of the Savings Dollar 


HE program of the Savings Di- 
vision meeting was full of novel- 


ties. We use the word in no light 
sense, but in its true meaning of things 
new. There was, to begin with, an ad- 
dress on the new instituticns recently 
created by the co-operative action of the 
New York State savings banks to help 
them through difficult periods. There 
was an address by an economist (some- 
thing of a novelty in itself, for the Sav- 
ings Division) discussing the theory, old 
in fact but newly adopted by the U. S. 
Government, that spending will end the 
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depression. There was, finally, an ad- 
dress pleading for a new attitude, more 
professional in nature, on the part of 
savings bankers everywhere, and a new 
frankness with the customer public 

This interest in new developments, 


new ideas, new attitudes, is but the re- 
verse of a desire to be rid of the present 
and familiar. It is a familiar attitude in 
all walks of life in the United States 
today. Four years of business decline 
have surfeited the American public with 
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things as they are. They welcome any 

change; it might be for the better. 
Nowhere is the desire for something 
better more prevalent than among sav- 
ings bankers. For, said President Gil- 
bert L. Daane, president, Grand Rapids 
Savings Bank, Grand Rapids, Mich., 
“the savings business during the past 
year has been one of discouragement. 
Vicious political attacks, popular hys- 
teria, widespread unemployment, and 
depreciation of security prices have 
tended not only to cause new deposits 
437 





438 


to lag, but also to make deep inroads in 
previous deposits. Banks have 
found themselves confronted with de- 
clining security prices on one hand and 
frantic demands from their depositors 
for cash on the other.” 

This had its repercussions even in the 
routine affairs of the Savings Division, 
Mr. Daane reported. “Because bankers 
could leave their posts only with difh- 
culty during the past year, the Savings 
Division held but one regional savings 
conference.” But all through the year 
it “has sought to give aid and comfort 
and to supply counsel to many banks. 
More than ever before it has been a de- 
partment of personal service. ; 
But hope of better days lies ahead for 
bankers in the savings business. 

When again prosperity dwells among us 
savings undoubtedly will resume their 
high place.” 

Thus Mr. Daane ended one of the 
shortest presidential addresses delivered 
in this or any other divisional meeting 
for several years. He might have added 


that the expectation of improvement 


rests not on hope alone, but also on the 
efforts of savings bankers themselves to 
fight free of the horde of difficulties 
which surrounds them. One such effort 
was described by the first speaker on the 
program, Oliver W. Roosevelt, first 
vice-president, Dry Dock Savings Insti- 
tution, New York, N. Y. He spoke on 
“The Significance of the Savings Banks 
Trust Company to the Savings Business 
in New York State.” A condensation 
of his remarks follows. 


GENESIS OF AN IDEA 


The organization of the Savings Banks 
Trust Company, owned by the 137 
mutual savings banks of the State of 
New York, is an innovation, but it is 
not in its essence a new idea. It is the 
outgrowth of years of thought and 
study. 

The seed of the idea was planted at 
the annual convention of our state as- 
sociation in 1925. A year ago last Janu- 
ary, at a similar meeting, a plan for a 
central fund designed to provide liquid- 
ity for any of our savings banks con- 
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fronted by an emergency was approved 
in principle. But the specific plan which 
was developed in the ensuing six or eight 
months had two fundamental weak- 
nesses. It required intricate legislation 
and it was basically inelastic because it 
afforded no access to Federal Reserve 
funds nor to governmental agencies in 
the event of a serious crisis. 

A committee was accordingly ap- 
pointed last May to draw up a plan 
which would expand the central fund 
idea in order to include access to these 
outside sources of credit on a co-opera- 
tive basis. The committee concluded 
that a trust company and a mortgage 
company would fill all of the require- 
ments in a simple and direct way. The 
trust company, known as the Savings 
Banks Trust Company, was accordingly 
organized. 

It will have available $110,000,000 of 
capital and surplus, $50,000,000 of 
which has been subscribed by the Re- 
construction Finance Corporation, and 
the balance of which will be furnished 
by the savings banks themselves. In 
addition to this, its normal capital will 
consist of deposits from the savings 
banks. Tentative arrangements have 
been made also with the Federal Reserve 
Bank for non-member rediscount privi- 
leges aggregating $100,000,000. 

When a savings bank in our state has 
required large amounts of cash at short 
notice the commercial banks have acted 
quickly and have carried their full share 
of the burden. But we have learned 
during the past year that situations can 
arise in which it may be necessary to 
have access to emergency currency, and 
it is obvious that no commercial bank 
would be justified at such times in de- 
nuding itself of all its rediscountable 
assets in order to make loans on normally 
non-rediscountable paper. Our own 
trust company will afford the proper 
vehicle for overcoming the difficulty. It 
will have its own access to emergency 
currency. 

The logic of this is clear to our com- 
mercial banks. They are not disturbed 
by the fact that we all expect to carry 
a portion of our deposits in our trust 
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company, thereby in a measure reducing 
our balances with them. They realize 
that greater stability will be given to 
our whole structure. 

But a trust company doing a deposit 
business must remain liquid and cannot 
properly make loans on slow assets. 
Hence it was deemed advisable to or- 
ganize a company, incorporated under 
the name of Institutional Securities 
Corporation, but known to us as the 
mortgage company. It will have a paid- 
in capital of $10,000,000, which it can 
supplement by borrowing from the Re- 
construction Finance Corporation up to 
about ten times its capital. Its function 
will be to buy mortgages from the sav- 
ings banks during this period when 
there is no actual mortgage market. 

Our banks have always held a high 
percentage of mortgage investments. 
The law allows us to invest up to 70 
per cent. of our assets in mortgages and 
the average for the state has run close 
to 60 per cent. Mortgage maturities 
and amortization of principal used to 
provide a revolving fund available for 
payments to depositors or for re-invest- 


ment. Today it is not possible to raise 
money in this way as rapidly as may 
from time to time be necessary. Hence, 
the creation of the mortgage company 
which will buy mortgages from savings 
banks. 

The practical operation of both com- 
panies will be quite normal, except per- 
haps for the fact that their only cus- 
tomers will be the mutual savings banks. 
The trust company will keep its entire 
deposit liability liquid in order to be 
able to meet drafts or make temporary 
and well secured loans to savings banks. 
We expect it from time to time to make 
loans on mortgages, but as this collateral 
is not marketable the margins will be 
unusually large and the trust company 
will require the borrowing bank to ap- 
ply to the mortgage company for the 
sale of a sufficient volume of mortgages 
to provide cash for the repayment of the 
loan. 

Only the finest grade of mortgages 
will be bought by the mortgage com- 
pany and the mortgage company to- 
gether with the Reconstruction Finance 
Corporation will be given ample time 


439 





440 


to appraise each property and each loan 
in great detail. In the event that mort- 
gages are offered on which the Recon- 
struction Finance Corporation could 
not properly lend a high percentage of 
the face value, then the savings bank 
selling the mortgage will get back in 
cash the loan value placed on it by the 
Reconstruction Finance Corporation, 
plus a junior participating certificate in 
that particular mortgage, representing 
the difference between the -loan value 
and the face value. 

The trust company will have as its 
president, August Ihlfeld, Jr., formerly 
a deputy superintendent of banking of 
the State of New York. The president 
of the mortgage company will be Stew- 
art Hathaway, for many years a private 
banker, and more recently the New 
York agent of the Reconstruction 
Finance Corporation. Finally the boards 
of directors of the two companies com- 
prise a group of the ablest savings bank- 
ers in the state. 

These two institutions, under com- 
petent guidance, offer greater assurance 
than has ever existed in the past, either 
in good times or in bad, that the savings 
banks of our state can convert assets 
into cash whenever they may desire to 
do so. 


APOLOSIA FOR SAVINGS 


The second novelty of the session con- 
cerned nothing so tangible as a new in- 


stitution. It was simply a discussion of 
a theory—a theory, however, which has 
mmense potentialities for harm to the 
savings business. The problem was epit- 
omized in the title “Do Savings Hamper 
Prosperity?” on which subject Dr. 
Simon Newcomb Whitney, of the eco- 
nomic staff of the Chase National Bank, 
New York, N. Y., spoke to the dele- 
gates. Needless to say, he answered the 
question in the negative. We are not 
here making any summary of the closely 
reasoned argument he presented, believ- 
ing it to be sufficiently interesting and 
important to publish in full in a later 
issue of THE BANKERS MAGAZINE. 
When Orrin C. Lester, vice-president, 
Bowery Savings Bank, New York, 
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N. Y., came to make the final speech of 
the meeting on “Maintaining Confi- 
dence in the Savings Dollar,” he began, 
in the manner of an instructor, with a 
definition. 

“A savings dollar,” he said, “should 
be recognized as a dollar which by thrift 
and prudence, by careful planning and 
rational economy, has been set aside out 
of current earnings and entrusted to the 
custody of a savings institution to be in- 
vested under a conservative, non-specu- 
lative policy in securities that will pro- 
duce a fair but certain return, and with- 
out the risk or the anxiety of impair- 
ment of principal. It should 
command the most approved policies of 
business management at the hands of 
executives who regard public service as 
the highest form of human attainment.” 

That it does not is due to the fact 
that its importance is not fully appre- 
ciated. No one, not even the savings 
banker, has taken the trouble to empha- 
size just how important the savings dol- 
lar is and how it may be accumulated 
more consistently and used most efh- 
ciently. There are no comprehensive 
courses in the schools on saving. “There 
has been no effort to picture to the 
young people how they may set up a 
life ledger with a statement of their per- 
manent economic obligations on the one 
side and the possibilities of meeting those 
obligations through savings dollars on 
the other side.” 

This is the more important, in that 
the current NRA drive is an urge to 
spend. Already distributors of com- 
modities are urging the expenditure of 
savings dollars, and some are suggesting 
the commitment of yet unearned dollars 
for current comforts and luxuries. “But 
if future prosperity and human happi 
ness are to be assured, it is highly im- 
portant that somebody should assume 
the responsibility of trying to preserve a 
rational balance between current spend- 
ing and future reserves. 

“This savings dollar has always been 
subject to keen competition. Its chief 
competitor in this country, I think, has 
been the tendency of people to personal 
extravagance and to invest their savings 
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in speculative securities.” The experi- 
ence of the last three years should have 
taught savings depositors much in this 
respect, but it is feared that many of 
them will quickly forget the lesson, once 
the depression is over. They will soon 
be seeking again the largest return for 
their savings dollar. 

This is not a basis on which savings 
banks can properly compete for the sav- 
ings dollar. But what other permanent 
appeals are there? Well, according to 
Mr. Lester “There has been no con- 
certed effort . to emphasize and 
prove the fact that for the ordinary per- 
son over a long period of time the best 
use of his savings dollar is to entrust it 
to a well regarded savings institution. 

The individual who gets restive 
about the amount of return he is to get 
from his savings dollars usually suffers 
a loss of principal that amounts to more 
than the difference in the interest rate 
would have amounted to over almost 
any period of time.” He has not the 
training to invest successfully; the sav- 
ings banks have, for that is the very ob- 
ject for which they were organized. 


and 
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duties of 
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wills 
Bodies 


“This is a fact that we should be bold 
enough to emphasize with force. 


PUBLIC RELATIONS PROGRAM NEEDED 


“One of the great needs of the sav- 

ings institutions is a comprehensive pro- 
gram of public relations, a universal 
effort to stimulate a new conception of 
the savings dollar and a firm public as- 
surance of the soundness of those insti- 
tutions that are entitled to public sup- 
port. : 
“This conception of the importance 
of cultivating public good will should 
not be confined to a few executives or 
to executive conferences. Every em- 
ploye in our institutions should be made 
to realize that handling people is just 
as important to the permanent and en- 
during success of the savings business as 
handling money; that while a mistake in 
arithmetic, though we deplore it, may be 
corrected, a mistake in human judgment 
in dealing with a customer or with tne 
public generally may mean irreparable 
damage.” 


To this end Mr. Lester suggested that 
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the American Institute of Banking 
ought to provide pubiic relations courses, 
and personnel directors should train 
their employes in the principles of pub- 
lic relations. 

Such a program, he held, would pro- 
tect the savings dollar against economic 
waste and unfair and _ unreasonable 
charges, either through administration, 
taxation, legislation, or any other un- 
necessary drains. 

Thinking, evidently, of the competi- 
tion of the Postal Savings System, he 
continued, “It is not inconceivable that 
the creation of other forms of savings 
institutions may be encouraged by cer- 
tain groups of citizens who are converts 
to the principles of socialized business, 
and that not only Government guaran- 
tees but Government operation of sav- 
ings institutions may gain currency. 


This, from our point of view, would be 
highly unwise and unnecessary. But 
the best way to counter these tendencies 
is by such superior administration of 
existing institutions as will command 


the same regard for private enterprise 
in business as these people seem to have 
for Government in business.” 

For the present, however, the prob- 
lems of the depression—the problems of 
railroad and municipal credit, real estate 
mortgages, keeping a liquid position to 
meet current demands—have been and 
still are paramount. “They must com- 
mand major attention until the emer- 
gency is behind us. But when we 
emerge from the depression (and we 
hope and believe we are on the way) 
it might be well to examine ourselves 
and our institutions to see which of our 
policies and attitudes toward the sav- 
ings dollar have stood the test of time 
and emergency, and which, if any, may 
need to be readjusted. 

“If my conception of the savings dol- 
lar,” he concluded, “and of the impor- 
tance of sustained and enduring public 
confidence in it is reasonably well 
founded, then the responsibility of those 
who have to do with its administration 
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is one which, in my opinion, is not ex- 
ceeded by any other human enterprise. 
How completely this dollar may take 
its place in the march of economic and 
social properity of the future depends 
upon you and me and our kind who are 
entrusted with the custody of the na- 
tion’s savings.” 


NEXT YEAR'S OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, Henry S. 
Kingman, treasurer, Farmers & Mechan- 
ics Savings Bank, Minneapolis, Minn.; 
and vice-president, Howard Moran, vice- 
president, American Security & Trust 
Co., Washington, D. C. 

The following were elected members 
of the executive committee: Philip A. 
Benson, president, Dime Savings Bank 
of Brooklyn, N. Y.; William J. Lum, 
secretary-treasurer, Dime Savings Bank, 
Wallingford, Conn.; Roy R. Marquardt, 
assistant vice-president, First National 
Bank, Chicago, Ill.; and Bradley Curry, 
cashier, Amefican Trust & Savings 
Bank, Chattanooga, Tenn. 


HENRY S. KINGMAN 


Mr. Kingman is an example of the 
college man who made good in banking. 
He was born in Minneapolis, in 1893. 
His business education, however, was 
mainly obtained in the east. After re- 
ceiving his A. B. from Amherst, he 
studied at the Harvard Graduate School 
of Business Administration. 

It took him a little time to find his 
proper field, for his first business posi- 
tion was as sales manager for the Rus- 
sell-Miller Milling Company. Later, 
however, he came into banking as assist- 
ant to the treasurer of the Farmers & 
Mechanics Savings Bank, Minneapolis, 
Minn. He has since advanced, through 
the positions of assistant treasurer and 
secretary to the treasurership itself, 


which he now holds. 





State Secretaries Section Meeting 


What Did Governor Black Say? — Highlights of Committee 
Reports — Spirited Opposition to Deposit Guaranty 
Provisions — Other Complaints 


State Secretaries Section is on the 

defensive. Some of the provisions 
of the Banking Act of 1933 seem to the 
secretaries to threaten the continued ex- 
istence of state banks as such. Conse- 
quently they threaten the continued ex- 
istence of the state associations, and, 
through them, the secretaryships. This 
is sufhcient cause for alarm. It explains 
why most of the meeting this year was 


Pe the first time in its history, the 


© cravy 
W. BrIsLAWN 


Secretary of the Washington Bankers 

Association, Seattle, Wash., who was 

elected president of the State Secretaries 
Section 


devoted to “viewing with alarm” recent 
developments in banking legislation. 
There is another possible cause for 
the up-in-arms attitude of the secre- 
taries. The proceedings record the fact 
that Eugene R. Black, Governor of the 
Federal Reserve Board “talked in- 


formally to the secretaries for about 
forty-five minutes and it was requested 
that he be not reported.” This at the 
beginning of the session. While there 
is no definite information as to what he 


WALL G. CoaPpMAN 


Secretary of the Wisconsin Bankers 

Association, Milwaukee, Wis.; retiring 

president of the State Secretaries 
Section 


said, it is a fair assumption, from the 
frankness of his remarks to the General 
Convention earlier in the day, and from 
the fact that he did not want to be re- 
ported, that he spoke out plainly, men- 
tioning some unpleasant truths. If so, 
it is understandable that the secretaries 
felt it desirable to say a few words in 
defense. 

But this did not immediately come 
to the surface. The meeting proper 
started quietly with the usual reports of 
committees. Theodore P. Cramer, Jr., 
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secretary of the Oregon Bankers Asso- 
ciation, Portland, Ore., reported for the 
Committee on Bank Management that 
the following program had been formu- 
lated and sent to all secretaries: 

1. Encourage, whenever possible, re- 
gional clearing-house and credit bureau 
organization. 

2. Stimulate use, whenever possible, 
of the Regional Agricultural Credit 
Corporation and R. F. C. agencies. 

3. Promote bank management activi- 
ties through the available A. B. A. book- 
lets. 

4. Because of the increase in bank 
robbery rates, suggest giving custody of 
securities to city correspondents, where 
rates are lower. 

5. Encourage both individual and 
group action in balancing governmental 
budgets and reduction of governmental 
expense, both municipal, state, and Fed- 
eral. 

6. Encourage use of statement form 
for giving details of municipal finance 
before handling municipal or school 
warrants. 

But the committee “found it difficult 
to obtain the interest of bankers in any 
association activities because of their 
need for intense application to their 
own individual bank problems.” 

Andrew Miller, secretary of the Cali- 
fornia Bankers Association, San Fran- 
cisco, Cal., summarized, in his report 
for the Banking Education Committee, 
the replies from a questionnaire seeking 
to determine whether state associations 
generally were supporting the A. I. B. 
He added: 

“Banking education must begin in the 
bank itself. There are a large 
number of bank employes who have 
daily contact with customers and it is 
to them, in a large degree, that banks 
must look for the creation of support 
and good will and restored confidence. 
Where A. I. B. chapter and study 
cl are not available, bank officers can 
and should take it upon themselves to 
gather their staff members into groups 
for discussion and information as to 
current events in banking and economics, 
so they will be informed when asked 
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intelligent 


questions, and give 
answers.” 

George A. Starring, executive man- 
ager of the South Dakota Bankers As- 
sociation, Huron, S. D., reported for the 
Committee on Insurance and Protection. 
The committee deplored the mounting 
rates for hold-up insurance, but frankly 
stated that this was, in large part, due 
to the fact that “the average banker is 
inclined to depend too much upon in- 
surance and too little upon himself.” 
Much might and ought to be done by 
country banks in the way of installing 
preventive physical equipment. The re- 
port concluded with a suggestion that 
the state associations “keep hammering 
at their banks to adopt common sense 
practices” such as those advocated by 
the report of last year and enumerated 
in detail in THE BANKERS MAGAZINE 
for November, 1932, page 494. 

Paul P. Brown, secretary, North 
Carolina Bankers Association, Raleigh, 
N. C., reported for the Committee on 
Legislation that practically its sole activ- 
ity effort in the past year had been the 
successful effort to have eliminated from 
the Banking Act of 1933 the provision 
which “would have prevented not only 
bank insurance agencies but the writing 
of insurance in any form by any officer 
or employe of any bank.” 

C. W. Beerbower, secretary of the 
Virginia Bankers Association, Roanoke, 
Va., was to have reported for the Com- 
mittee on Public Education, but sent a 
telegram of regret at his inability to be 
present. 

These reports out of the way, Presi- 
dent Wall G. Coapman, secretary of 
the Wisconsin Bankers Association, Mil- 
waukee, Wis., made his annual report. 
The following are significant extracts: 

“As a means of inter-communication 
between our own members the section 
has prepared and issued a series of bulle- 
tins which I believe have been of con- 
siderable value in acquainting the secre- 
taries with opinions of members of the 
section and views of the section com- 
mittees, and by serving as a vehicle for 
distribution of information from other 
sections and committees of the A. B. A. 


can 
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“In the month of April, officers of 
bankers’ associations with representa- 
tives of banking departments of fifteen 
states met in Des Moines for the pur- 
pose of discussing legislation then pend- 
ing in Washington. A ‘committee of 
seven’ was appointed, including two 
state secretaries, under the chairmanship 
of Commissioner Koeneke of Kansas. 
This committee, aided by others, did its 
best to influence legislation, rectification 
{sic} of certain provisions of the Glass 
bill and other measures which seemed to 
promise the ultimate crippling or abso- 
lute extinction of state chartered insti- 
tutions. ; 

“Last month representatives of states 
in territories 3 and 4 met in Chicago to 
discuss the recently promulgated restric- 
tions on bank robbery coverage. A com- 
mittee of three secretaries appointed to 
draft recommendations has _ recently 
published its findings and, over the sig- 
natures of presidents of the interested 
associations, same will be placed in the 
hands of the National Bureau of Casu- 
alty and Surety Underwriters, all of the 
outstanding insurance companies, and 
the A. B. A. Insurance Committee.” 

When he had finished his annual re- 
port, Mr. Coapman turned the meeting 
over to J. W. Brislawn, secretary of the 
Washington Bankers Association Seat- 
tle, Wash., for an open forum. Mr. 
Brislawn conducted such a forum suc- 
cessfully at last year’s convention, and 
had been asked to repeat. This time, 
however, instead of introducing a vari- 
ety of subjects, he focused attention on 
the deposit guaranty provisions of the 
Banking Act of 1933. As a means of 
opening the discussion, he spoke for some 
minutes on the subject himself, particu- 
larly emphasizing that banks which are 
not now members of the Federal Reserve 
System would have to join the system 

-in 1936 if they wanted to continue to 
have their deposits guaranteed. 

This, he said, has caused consider- 
able concern, especially in the “terri- 
tory of small banks,” the middle-west- 
ern and western states. Such banks are 
reluctant to join the Federal Reserve 
System because: (1) they believe it 
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means the end of independent bank- 
ing; (2) they would be required to 
raise more capital; (3) their income 
from exchange charges would be wiped 
out by the par collection system. 

Concern has led to action. “In Kan- 
sas,” said Mr. Brislawn, “it is reported 
that the governor of the state and the 
commissioner of banking have jointly 
carried on a campaign to secure the 
signatures of non-member banks to an 
agreement not to participate in the Fed- 
eral insurance of deposits plan. There 
are many states in which similar action 
is contemplated. 

Mr. Brislawn did not counsel such 
a course. In fact, he had no definite 
recommendation to make, other than 
that the secretaries be temperate in their 
advice to members, and that they ap- 
proach the question always without 
prejudice. “As I see it,” he concluded, 
“the secretaries must preserve an atti- 
tude of strict neutrality, free from bias 
or prejudice, and certainly not allow 
themselves to be involved in bitter con 
troversies over a question which should 
be solved by calm, deliberate judgment, 
having in mind the best interests of the 
people of the United States.” 

His plea fell on unsympathetic ears. 
The secretaries present were in no mood 
for neutrality. All those who spoke 
were opposed to Federal Reserve mem- 
bership, some of them _ belligerently; 
others were merely melancholy. The 
low point in pessimism was reached by 
George Susens, secretary of the Minne- 
sota Bankers Association, Minneapolis, 
Minn., who began his remarks as fol- 
lows: 

“As I listened to the various discus- 
sions as to what might happen to our 
banks in the next few years, I won- 
dered how many more conventions of 
secretaries we might have in the future. 
I am wondering if this may not be the 
last one.” 

The fighting attitude was epitomized 
by Robert E. Wait, secretary of the 
Arkansas Bankers Association, Little 
Rock, Ark., in the rhetorical question, 
“Are we as secretaries going to try to 
stem the tide against the destruction of 





446 


the forty-eight state banking systems in 
this country, or are we just going to go 
back home and say, “Boys, it is all over. 
We can’t do anything’?” 

In between these two extremes was 
Theo. P. Cramer, Jr., a moderate, with 
a specific proposal. He suggested that 
the secretaries work for the amending 
of the act to provide that banks organ- 
ized prior to June 16, 1933, provided 
they can show a satisfactory condition 
as to solvency and proper earnings, be 
permitted to enter the Federal Reserve 
System, irrespective of their capital; that 
for banks organized on and after June 
16, 1933, the minimum capital of 
$25,000 be required. 

As a means of bringing pressure to 
bear for such an amendment, C. E. Brig- 
ham, secretary of the Vermont Bankers 
Association, told of resolutions adopted 
by the mutual savings banks and trust 
companies of his state. They provided 
that since participation in the Federal 
guaranty of deposits “would weaken 
and limit the usefulness of such banks,” 
it was the sense of the meetings that 
such banks should not so participate. 

Another complaint of the state sec- 
retaries (voiced by numerous members) 
was that the committee of twenty-four, 
appointed by the A. B. A. to work for 
the revision of the Banking Act of 1933, 
contained only one member which rep- 
resented the small banks. 

Finally, the section voted to approve 
and refer to the resolutions committee 
of the general convention the following 
resolution, submitted by A. H. Coate, 
secretary of the New Jersey Bankers 
Association, Moorestown, N. J.: 

“Whereas the public statements of 
the administration seem to express the 
thought and purpose of those who are 
guiding the destiny of our economic 
situation to ease the need of sacrificing 
values and further liquidation of bank 
credit, and, 

“Whereas it has been brought to the 
attention of this association by many 
member banks who have been examined 
recently by representatives of the Comp- 
troller’s office, that the recommendations 
of the national examiners do not in 
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many instances coincide with the ex- 
pressed policy of the present adminis- 
tration by requiring more drastic 
liquidation of slow but sound assets, 
and in view of the requirements many 
banks may hesitate to accept suggested 
credit risks in supporting the NRA 
movement, therefore, be it 

“Resolved, that this association recom- 
mend a closer co-ordination of the poli- 
cies of our governmental agencies to 
the end that our banks may co-operate 
to the fullest extent with the aims of 
the National Recovery Act consistent 
with proven and sound banking prac- 
a 


THE NEW OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, J. W. Bris- 
lawn, secretary, Washington Bankers 
Association, Seattle, Wash.; first vice- 
president, George A. Starring, executive 
manager, South Dakota Bankers Asso- 
ciation, Huron, S$. D.; and second vice- 
president, David M. Auch, secretary, 
Ohio Bankers Association, Columbus, 
Ohio. 

In addition to the above, who are ex 
oficio members, Paul P. Brown, secre- 
tary, North Carolina Bankers Associa- 
tion, Raleigh, N. C., and Andrew 
Miller, secretary, California Bankers 
Association, San Francisco, Cal., were 
elected to the board of control. 

Mr. Brislawn’s career is pretty thor- 
oughly linked up with the State of 
Washington, whose banks he now serves. 
Born in Sprague, Wash., in 1880, he 


.was educated in rural schools and the 


State College of Washington. He has 
tilled the soil of the state as a farmer, 
served as a county auditor, been a mem- 
ber of the Washington legislature in 
1913, then tax commissioner of the state 
until 1917, and industrial insurance 
commissioner from 1917 to 1919. 

He has also held three banking posi- 
tions: as assistant cashier of the Lin- 
coln County State Bank, Davenport, 
Wash.; then as trust officer and later as 
assistant cashier of the Yakima National 


Bank, Yakima, Wash. 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


National Securities Act Restricting New 
Capital Issues 


O other question is of greater 
N present importance in investment 
circles than the effect of the Na- 
tional Securities Act. The predictions 
made at the time of the enactment of 
this measure, that it would greatly 
hinder operations in the capital market, 
seem to have been fulfilled, as figures to 
be presented later will sufficiently show. 
The objective of this legislation— 
greater protection to investors—is one 
about which no controversy exists. But 
there exists widespread opinion to the 
effect that the act is much more drastic 
than the situation required. This belief 
is based not alone on the responsibilities 
imposed upon dealers in investment se- 
curities, but upon the officials of cor- 
porations seeking additional capital. It 
is also contended that to comply with 
some of the provisions of the act re- 
quiring information as to subsidiary cor- 
porations would require labor extending, 
in some cases, over a period of twenty 
years, thus rendering compliance with 
the law a practical impossibility. 

That the law is considered unduly 
burdensome, however, is apparently not 
the prevailing view at Washington, as 
may be learned from a recent statement 
made by President Roosevelt's secre- 
tary. 

Very likely the heart of this problem 
will be found, as in other cases, not in 
a multiplicity and complexity of regu- 
latory statutes, but in the strict enforce: 
ment of a few simple measures. Against 
outright fraud the investor has always 
- had a remedy, but he has been slow to 
make use of it, either because of the ex- 
pense involved or the publicity that 
would be given to his confiding or 
greedy disposition. 

It would not seem impossible for Con- 
gress and legitimate dealers in invest- 
ments to provide a simple measure that 


would be reasonably effective in reach- 
ing the desired end, and that would avoid 
the objections which lie against the Na- 
tional Securities Act. The interests of 
such dealers and of the people are by no 
means antagonistic. Here, as too often 
happens, the sins of the unrighteous have 
been visited upon the heads of the in- 
offensive. And the penalty falls not 
alone upon the dealers in investment 
securities, but reaches to the industrial 
corporations dependent upon a free 
capital market for their effective func- 
tion and perhaps for life itself. 

The production of durable or capital 
goods, which in 1929 ran as high as 
$40,000,000, has now fallen to insig- 
nificant totals. That the continued pro- 
duction of such goods constitutes an in- 
dispensable element of national pros- 
perity is too well understood to require 
argument. 

Corporate issues which in other years 
have run to some billion dollars monthly 
fell to $14,362,113 for August—brew- 
ers’ shares constituting the major part of 
this small aggregate. 

While statements are made to the 
effect that the capital market is dead, 
and that it 1s impossible to engage in 
new financing while the uncertainties of 
the National Securities Act remain, it 
would be unfair to attribute this condi- 
tion entirely to the new law. The Gov- 
ernment is making a large call on the 
supply of capital funds and the dis- 
located condition in industry and trade 
is also a contributing factor. But, un- 
doubtedly, the extreme character of the 
new law is a strong retarding influence 
in the issue of new securities, and is 
thus hindering the process of recovery. 

Speaking at the recent convention of 
the Financial Advertisers Association in 
New York, Colonel Allan M. Pope, 
former president of the Investment 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


Bankers Association, took the following 
view of the restrictive character of the 
National Securities Act: 


The Securities Act of 1933 placed upon 
all long-term borrowers such drastic require- 
ments that the officers, directors, and even 
the stockholders of those public utilities and 
industries that desired to borrow are sub- 
jected to the definite possibility of lawsuits, 
which they may have to defend at great cost, 
very possibly on matters beyond their knowl- 
edge, very possibly on matters technically 
allowed by the Securities Act. The result, 
since the passage of the act, is that no long- 
term borrower, without exception, is willing 
to apply for registration with the Federal 
Trade Commission for authority to issue any 
loan which is proper for an investment 
banker to underwrite, with the possible ex- 


New York City 


ception of some small number of authoriza- 
tions applied for by investment trusts. In 
other words, public utilities, commercial and 
industrial concerns now offer no securities 
to the public through underwriters. No 
necessary refunding of maturing obligations 
can be accomplished. If this keeps up, great 
numbers of defaults and bankruptcies are 
bound to occur. No new long-term money 
for capital requirements is being obtained by 
industries today except for generally specu- 
lative enterprises. 

Again, therefore, through circumstances 
beyond his control, the investment banking 
underwriter is completely out of business, 
except for underwriting specifically exempted 
securities such as municipal, governmental 
and quasi-governmental obligations only, and 
it is not practicable for investment houses to 
underwrite some of these because of the 
Securities Act. 


Disregard for Bond Contracts 


HE disposition of creditors no 

longer to observe what is “nomi- 

nated in the bond” is thus com- 
mented on by the New York Journal of 
Commerce: 

“Since the abandonment of the gold 
standard by the United States and the 
abrogation by law of all gold contracts, 
the gold clause in contracts, domestic 
and international, has lost its impor- 
tance. While a few countries still ad- 
here to the principle that debtors must 
pay in literal accordance with the terms 
of their contracts, and liquidate their 
obligations in gold currency or the 
equivalent when this is called for, all 
domestic borrowers and nearly all for- 
eign debtors are now paying their debt 
service in depreciated dollars. 

“Not only the gold clause properly so 
called, but also other clauses intended to 
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protect holders of bonds against cur- 
rency depreciation are being disre- 
garded. Thus, the foreign exchange 
clause which gives the holder of a bond 
the option of receiving payment in one 
of several currencies has been violated 
in most instances where this is found in 
the indenture. One primary purpose 
of the foreign exchange clause is essen’ 
tially the same as the gold clause, the 
protection of the bondholder against 
currency depreciation. It is based on 
the assumption that not all currencies 
are likely to depreciate at the same time, 
and that, if the holder of a bond has 
the option of collecting his coupon or 
his principal in one of several currencies, 
he is better protected against the risk of 
currency depreciation. Thus, for ex’ 
ample, in some domestic and in a nunv 
ber of international obligations the debt 
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service is payable in dollars, French 
francs, Swiss francs or Dutch guilders. 
An American holder of such a bond 
would be entitled to demand in, say, 
Dutch guilders, and the premium real- 
ized upon converting guilders into dol- 
lars would offset the depreciation of the 
dollar in terms of gold. 

“Most debtors are paying no atten- 
tion to the optional character of this 
provision, and are paying each bond- 
holder in his own currency. , An Ameri- 
can holding a bond with the foreign 
exchange clause is thus unable to de- 
mand payment in a currency which has 
not depreciated, but is required to take 
payment in dollars. 

“Violations of various indenture 
clauses originally intended to protect 


holders of bonds against currency de- 
preciation have undermined one of the 
most fundamental safeguards of inter- 
national capital movements. Investors 
now have been made to realize that 
neither gold nor foreign exchange 
clauses are sufficient to protect them 
against currency depreciation, and they 
must necessarily have lost faith in these 
types of contracts. What other clauses 
intended to protect investors against 
currency depreciation will be used in the 
future remains to be seen. The problem, 
however, is pressing and demands an 
answer, for upon it depends to a con- 
siderable extent the restoration of the 
national and international flow of long 
term capital ” 


Protection for American Bondholders 


HE Latin American Bondholders 
Association is circulating a peti- 
tion among banks, bond dealers 
and investors throughout the country, 
asking the Federal Trade Commission to 
use its influence to urge the creation of 


the Corporation of Foreign Security 
Owners authorized by the Federal Se- 
curities Act of 1933. The first of the 
communications was sent out on Au 
gust 28, and at last report the response 
had been very great, over one-half of 
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the institutions and individuals to whom 
the message was sent having replied by 
September 7. Under the provisions of 
the law, the new corporation can be 
formed only by proclamation of the 
President. Once formed, it will func- 
tion, in a sense, under the auspices of 
the Federal Trade Commission. 

In making the petition public, Fred 
Lavis, president of the association, has 
accused foreign debtors of ~ dictating 
terms to their American investors or so 
depressing the market price, by refusal 
to make interest payments, that they can 
buy back the bonds at 10 or 15 cents on 
the dollar. Since it is estimated that 
about half a million Americans own 
bonds of foreign countries, Mr. Lavis 
presses for the immediate formation of 
the corporation and swift action to in- 
sure the continuance of interest pay- 
ments at least. 

The text of the memorial to the Fed- 
eral Trade Commission reads in part: 


In order to put a stop to the continued 
exploitation of the citizens of the United 
States who hold external dollar bonds of 


foreign countries which have floated their 
loans in this market and which are now 
failing to make payments under the loan 
contracts, we join earnestly in urging you, 
through the President, to take the necessary 
steps to bring into immediate being the Cor- 
poration of Foreign Security Holders. 

There are foreign bonds outstanding which 
should come under the protection of such 
corporation to the extent of approximately 
seven billions of dollars. This is much more 
money than any possible collections of the 
much discussed inter-governmental debts. 
The situation grows daily more deplorable; 
remittances which could be made to pay in- 
terest on the bonds are deliberately with- 
held; the market prices of the bonds are thus 
ertificially depressed and the foreign bor: 
rowers are thus enabled by devious methods 
to repurchase their own bonds at sacrifice 
prices, to the obvious and enormous preju- 
dice of the innocent holders of the bonds. 

Believing that the hundreds of thousands 
of citizens and voters of the United States, 
whose interests are thus grievously and vitally 
affected, are justly entitled to the relief 
provided by Title 2 of the Securities Act of 
1933, which Senator Johnson introduced, and 
that the immediate creation of the Corpora- 
tion of Foreign Security Holders can provide 
the only effective remedy we again and 
earnestly urge that you take immediate steps 
to create the corporation. 


The Course of the Bond Market 


DECLINE in bond values which 
Ace in August was continued in 
the early part of September, a 
tendency in sympathy with the falling 


off of prices in other securities. But it 
is notable that in the face of this gen- 


eral decline the prices of some high: 
grade bonds were well maintained. The 
thesis set forth in a recent article in 
these pages, that there are types of in 
vestment which display remarkable pow- 
ers of resistance in times of depression, 
finds present support. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


tension between Austria and Ger- 

many are excepted, the political 
situation of the world has been fairly 
quiet in recent weeks. Cuba has had 
a revolution or so, and Austria, through 
its Chancellor, has definitely repudiated 
parliamentary government and has re- 
verted to a system based to some extent 
on that of Italy. Nor in economic re- 
spects have there been any marked de- 
velopments of late. Foreign countries 
are watching with some concern the out- 
come of economic experiments in the 
United States, and the battle between 
the gold standard countries and those 
on a paper basis still continues. Condi- 
tions in England seem to be steadily 
improving, in France not quite so fav- 
orable and in Germany still rather 
stormy. On the whole the nations of 
the world are making a slow and painful 
progress toward a moderate degree of 
recovery. A disturbing element of no 
small dimension yet remains—the un- 
settled condition of the exchanges—to 
eventuate finally either in the complete 
abandonment of gold, with the chaos 
such an outcome would entail, or the 
early and general restoration of the gold 
standard and a gradual return to a de- 
gree of exchange stability. 


iy the disturbances in Cuba and the 


GREAT BRITAIN 


Conditions in the British Isles con- 
tinue to improve, and unemployment is 
showing a gratifying decrease. The 
London money market is in a plethoric 
state, due to the exodus of funds from 
the United States and other countries. 
These funds cannot be safely employed 
for any but investments of a very short 
term, since the owners of the funds may 
call for their return unexpectedly. 

From Lloyds Bank Limited Monthly 
Review for August the following in- 
formation is obtained: 

The recent improvement in trade has 


been fairly well maintained, but there 
have recently been signs of a slight set- 
back. To interpret this it must be re- 
membered that the holiday season is 
rapidly approaching, and the real test- 
ing-time will come at the end of Sep- 
tember, when the autumn revival should 
normally begin. It is impossible to dis- 
guise the fact that several unsettling in- 
fluences have recently been at work, in- 
cluding the wide fluctuations in the dol- 
lar and in American markets and the 
failure of the Economic Conference to 
arrive at any agreement to relax the 
multitude of trade and exchange restric- 
tions in force throughout the world. 
This last was only to be expected, as it 
was difficult to see how the conference 
could have arrived at any definite result, 
but it is noticeable that both here and 
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in other countries such revival as has 
recently taken place has been confined 
largely to internal trade. So long as in- 
ternational trade remains dormant and 
subject to restrictions, oniy a moderate 
and limited recovery can be expected. 

The August issue of the Westminster 
Bank Limited Review says: 

The returns of our overseas trade in 


July show comparatively slight changes 
from the previous month in both imports 


and exports, but in comparison with 
July, 1932, imports at £53,706,227 and 
exports at £34,171,060 are higher by 
£1,793,962 and £1,572,615 respectively. 

The increase in the total value of 
imports is the net result of a large rise 
in raw materials of about £4,000,000, 
and one of about £660,000 in manufac- 
tures, offset to the extent of some £3,- 
000,000 by decreases in imports of food 
and drink. In the raw materials class, 
nearly all of the fourteen items into 
which it is divided showed increases, raw 
cotton and cotton waste being outstand- 
ing, with a rise from £1,527,715 in July, 
1932, to £3,685,292 last month. Raw 
wool and waste also advanced substan- 
tially—from £1,404,520 to £2,025,863. 
Among manufactured articles the varia- 
tions in the totals of the constituent 
items (twenty in number) were usually 
small, but nonferrous metals and manu- 
factures thereof were a prominent ex- 
ception, with an increase of £732,797. 

Exports of British produce and manu- 
factures, at £29,847,341, were £553,653 
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higher than in July, 1932. 
rials registered an increase. 

Imports in the first seven months of 
1933, at £373,843,127, were £38,859,- 
112 below the comparable figures for 
1932, and total exports, at £234,639, 
044, were £14,322,890 less. 

Exports of British produce and manu- 
factures, at £205,128,066 for the first 
seven months, were lower by £11,198, 
958 than the comparable figure for 1932. 
Of this decrease, nearly £8,000,000 ap- 
peared in the manufactures class. 

The visible adverse balance of trade 
for the first seven months of 1933 is 
£139,204,083, some £24,500,000 smaller 
than for the same period of last year. 

During the month, an offer was made 
to holders of United Kingdom 20-year 
514, per cent. gold dollar bonds, 1937, 
to exchange into 21/4 per cent. Treasury 
bonds, 1937, at the rate of £260 of the 
latter for each $1000 of the former. 

The success which attended the Com- 
monwealth of Australia Conversion 
Loan, whereby holders of New South 
Wales, Queensland, South Australia 
and Western Australia 6 per cent. 
stocks 1930-40 were offered the right to 
subscribe for a Commonwealth 4 per 
cent. loan 1943-48, gave an indication 
of the confidence which exists today in 
Australian finance, and of the underly- 
ing strength of the gilt-edged market. 
This issue was followed almost immedi- 
ately by one of £15,000,000 4 per cent. 
stock 1953-58 by the Government of 
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the Dominion of Canada, which in its 
turn met with an immediate response 
from the public, the lists remaining open 
for only one minute. Both of these 
issues now stand at a premium over the 
issue price. 

GERMANY 


The report issued by the Reichs- 
Kredit-Gesellschaft of Berlin on “Ger- 
many’s Economic Development” for the 
first half of 1933, takes this view of the 
situation: 

For Germany, as for most other coun- 
tries, the middle of 1932 marks the end 
of the period of economic decline. The 
forces of economic recovery were lib- 
erated from that moment onwards by 
the abolition of political indebtedness, 
although their action was paralyzed in 
part by political dissension and uncer- 
tainty regarding the future. 

In Germany the concentration of 
political power in one hand at the begin’ 
ning of 1933 has laid the indispensable 
foundation for the reconstruction of the 
German economic system. However, the 


STOCKHOLM 


MALMO 


0101 8210 


spirit of enterprise has not yet fully 
revived, and this was hardly to be ex- 
pected after so long a period of r 
sion. In this respect Germany suffers 
from the same difficulties as all other 
countries which have been seriously af- 
fected by the crisis. In all these coun- 
tries the state has made great efforts 
during the past half-year to help trade 
and industry over the turning point in 
the industrial cycle by such measures as 
are best adapted to their individual cir- 
cumstances. But, in view of the serious- 
ness of the crisis, the effect of these 
measures cannot be expected to become 
operative until a certain amount of time 
has elapsed and unless persistent and 
untiring efforts are maintained in every 
sphere of trade and industry. The Ger- 
man government has repeatedly given 
expression to these views. The serious 
damage caused in the postwar years 
cannot be repaired in a few months. 
Although unemployment has been re- 
duced during the first half of the year, 
millions of willing workers are still wait- 
ing to be absorbed into the productive 
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process. And the loss of the purchasing 
power of the unemployed, which pre- 
vents the full utilization of productive 
resources, still seriously affects the Ger- 
man economic system. The measures 
taken by the new German government 
aim simultaneously at reducing unem- 
ployment and raising the purchasing 
power of agriculture. The sooner in- 
creased public confidence and greater 
optimism regarding the economic future 
give rise to increased private enterprise, 
the sooner will it be possible to over- 
come depression through the co-opera- 
tion of public and private efforts. More 
than ever must Germany look to herself 
for her own salvation. Economic de- 
velopments during the first half-year 
have provided unmistakable evidence of 
signs of a business revival. But great 
efforts and many sacrifices will be neces- 
sary in order to intensify the progress. 


Production 


Industrial production in Germany 
reached its lowest point in the middle 
of last year. During the second half of 
1932 it increased slightly, but the aver- 
age monthly output only just exceeded 
the figures for the preceding six months. 
3t is estimated that the total output of 
preduction goods for 1932 was scarcely 
more than sufhcient to cover the most 
urgent replacement demand. From the 
middle of last year the trend of produc- 
tion of consumption goods was influ- 
enced by a considerable improvement in 
textile output. According to the latest 
figures this improvement continued 
throughout the first four months of this 
year, as the result of an increased de- 
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mand for clothing, household goods and 
furniture. The rising trend of the curve 
marking the output of production goods 
is an unmistakable sign of the change 
for the better which has been witnessed 
since the third quarter of 1932. The 
factors which brought about this change 
are still operative, and it may therefore 
be assumed that the upward movement 
will be maintained, particularly in view 
of the fact that the natural trend has 
received an additional impetus from the 
German government’s works program. 


FRANCE 


Although the export trade is in an 
unsatisfactory state, domestic trade has 
recently shown considerable improve- 
ment. The wheat crop this year, while 
not at record figures, is reported to be 
at the average. Unemployment con- 
tinues to decline. Wholesale prices, re- 
versing an earlier tendency, have lately 
shown a rising tendency. The large 
budget deficit is still a troublesome fac- 
tor in the economic situation of the 
country, a situation, however, by no 
means peculiar to the French Republic. 


AUSTRIA 


Political tension between Austria and 
Germany, which recently became acute, 
has been somewhat relieved, and hope 
is entertained for more peaceful rela’ 
tions between the two countries. Un- 
employment during the second quarter 
showed a downward trend, the crop out- 
look is considered good, the industries 
report a modest improvement and, while 
the financial situation is far from satis 
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lations with the market involved. 






worst world depression. 





factory, constructive work is being ac- 


complished. Areas planted in wheat 
and rye have been increased, and it is 
expected that the yield of wheat will 
cover 66 2/3 per cent. of the domestic 
requirements, and that of rye 100 per 
cent. The potato crop also is expected 
to be well in advance of last year’s yield. 
An excellent quality of barley is antici- 
pated, of which about 50 per cent. or 
roughly 1,200,000 quintals will be avail- 
able for brewery purposes. Production 
of iron increased from 7000 metric tons 
in April to 34,000 in May. Total ex- 
ports for the first six months of 1933 de- 
clined 7 per cent. as compared with the 
corresponding period of last year, while 
imports declined 28 per cent. 


HUNGARY 


Provisional figures for the fiscal year 
ended June 30 show a deficit of 87,800,- 
000 pengos in State Administration, to 
which must be added 50,200,000 pengos, 
the equivalent of the non-transferred 
service of the state’s foreign debt un- 
paid into the Foreign Creditors’ Fund. 
In addition to the above, a 60,400,000 
pengos deficit which was covered by in- 


-ternal borrowing occurred in state un- 


dertakings. In the second quarter of 
1933 exports again showed an increase 
in value over the same period of 1932, 
though the rate of increase was less than 
in the January-March quarter, the first 
for several years past not to show a 
decline. For the first time in a year 
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and a half, June showed an increase in 
savings deposits and current accounts. 


THE NETHERLANDS 


In its Quarterly Review for August, 
the Incasso Bank, Amsterdam, says: 

The usual spring revival in the vari- 
ous branches of Dutch industry was 
greater than in recent years, but never- 
theless it was not of great importance. 
Only the building trade was more active, 
but most probably this has to be looked 
upon as a reaction to the stagnation 
which prevailed in this trade as a con- 
sequence of the credit difficulties in the 
year 1932. Whereas in July, 1932, not 
more than 2223 houses were built, this 
figure had risen to 6272 in March of 
the current year. It is obvious that the 
number of unemployed in the building 
industry has diminished considerably 
compared to that of last year. Unem- 
ployment among metal workers was also 
on the decrease and is not greater than 
it was a year ago. Our textile industry, 
on the other hand, still presents a 
gloomy picture. More than 20 per cent. 
of the textile workers are out of work, 
whilst working hours of another 16 per 
cent. of them were reduced. 

Examining the Dutch trade movement 
during the second quarter of 1933, it ap- 
pears that both the import and the ex- 
port in April show a notable decline, as 
compared with the preceding month. 
The value of imports receded from FI. 
99,000,000 in March to FI. 89,500,000 
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in April. The export figures for these 
months were Fl. 65,000,000 and Fl. 54,- 
400,000. In the ensuing months this 
decline was replaced by a rather strong 
recovery, aS a consequence whereof the 
respective figures exceeded those of 
January last. 

In comparing the first two quarters of 
the current year, we see that the import- 
balance accrued and that the percentage 
to which the import is covered by the 
export receded from 63.4 to 62.9. Not 
only according to value, but also accord- 
ing to weight both imports and exports 
increased. If, however, one compares 
the second quarter of 1933 with the cor- 
responding quarter of 1932, it appears 
that the figures of the quarter under 
review are far from satisfactory. As 
regards the decline of the value of ex- 
ports, the decrease of the proceeds of 
our agricultural products especially 
played an important part in this respect. 


DENMARK 


As reported by the August Monthly 
Review of Den Danske Landmandsbank, 
Copenhagen, the total balance-sheet of 
the leading banks at the end of July 
was reduced by Kr. 34,200,000 to Kr. 
1,419,700,000. Total deposits were 
reduced by Kr. 31,200,000, as the re- 
sult of a reduction of deposits in current 
account by Kr. 51,900,000, and an in- 
crease of passbook and time deposits by 
Kr. 20,700,000. On the liability side 
there was further an increase of the debt 
to correspondents in Denmark by Kr. 
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31,300,000 owing to increased deposits, 
and a reduction of the debt to corre- 
spondents abroad by Kr. 19,900,000. At 
the same time the credit balances with 
correspondents in Denmark were re- 
duced by Kr. 5,500,000 and credit bal- 
ances with foreign correspondents were 
reduced by Kr. 500,000. This resulted 
in a net credit balance to foreign corre- 
spondents of Kr. 12,200,000, or an im- 
provement by Kr. 19,400,000 as com- 
pared with the position at the end of 
June. Further, on the asset side, there 
was a reduction of loans by Kr. 8,700, 
000, and an increase of the cash in hand 
by Kr. 4,700,000, and of the holding of 
bonds and shares by Kr. 10,000,000. 


POLAND 


Imports during July totaled 68,905, 
000 zlotys and exports 81,120,000 
zlotys, leaving a favorable balance of 
12,215,000 zlotys. (Zloty equals $0.1122 
at par.) As compared with the previ- 
ous month, imports increased less than 
1 per cent., whereas exports increased 4 
per cent. Imports for the first seven 
months of 1933 were valued at 449,912,- 
000 zlotys and exports at 517,131,000 
zlotys, leaving an export surplus of 67, 
219,000 zlotys against 117,617,000 zlotys 
for the like period of 1932. 

Treasury expenditures from April 1 
to July 31 of this year amounted to 
667,000,000 zlotys, and revenues to 
576,000,000, leaving a deficit of 91,000,- 
000. This deficit is much smaller than 
the average deficit falling to these four 
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months as foreseen in the total antici- 
pated deficit for the whole fiscal year 
1933-34. The shortage was covered 
through the sale of Treasury notes, 41/4 
and 6 per cent., which totaled on July 
31 100,300,000 zlotys. 

Due to an increase in public works 
and the harvest, the employment of un- 
skilled laborers greatly increased in July. 
The registered unskilled unemployed 
during July decreased by 13,000, and by 
August 5 had fallen to 211,000. 


THE ARGENTINE 


From its branch in Buenos Aires the 
First National Bank of Boston had the 
following cabled information under date 
of August 30: 

Exporters have offered few exchange 
bills, resulting in fewer permits granted. 
The estimated August exchange sales by 
banks were about 60,000,000, as against 
92,000,000 in July. The dollar is weak, 
quoted today at 121.95; sterling is also 
weak at 43 5/16. 


Stock exchange turnover 
Average net price of cedulas 


43,175,000 


Cedulas were firm until the twenty- 
first of the current month, when the 
project for the three-year suspension of 
amortization and bank commission sub- 
mitted to Congress caused a temporary 
drop of 114 points. There has been no 
congressional action as yet, and bonds 
have reacted to a net average of 85.30. 
National internal credit bonds are rela- 
tively steady. Patriotic bonds are up 
3/, point. The latest Conversion Office 
report shows: 

Paper Pesos 
Gold reserve 583,915,126 
Commercial rediscounts. 239,598,647 
Patriotic bonds 156,897,718 
Currency in circulation. 1,273,429,749 


The budget for 1934 submitted to 
Congress is approximately the same as 
that for the current year; it is expected 
to balance at about 838,000,000 pesos. 
There was a favorable trade balance for 
July of 29,119,382 paper pesos. The 
Roca Agreement has passed both houses 


July, 1933 June, 1933 
57,156,000 


84.51 


July, 1932 
28,351,000 
89.00 
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of Congress. The July combined bank 
statement, including all but one small 
bank, shows deposits down 29,000,000, 
loans down 39,000,000, cash down 30,- 
000,000, cash reserve 24.2 per cent. 


July, 1933 
20,000,000 
2,040,000,000 


Liabilities failures 
Bank clearings 


UNION OF SOUTH AFRICA 

General trade and industry continue 
to be stimulated by the exceptional ac- 
tivity in gold mining operations. Rail- 
way earnings have advanced, and com- 
modity prices have increased. Orders 
for imported lines are being freely 
placed. Prices of farm products, espe- 
cially wool, have shown considerable im- 
provement and have caused renewed 
purchasing in the country districts. In- 
dustries generally are much more active; 
lines showing sustained improvement in- 
clude automobile assembly, confection- 
ery, foodstuffs, clothing and general 
engineering. Furniture makers are busy, 
particularly on lines for the country 
trade. Shoe factories and tanneries are 
well occupied. Both commercial and 
dwelling house construction is on the in- 
crease, with unusual activity reported 
from several of the “Reef” mining 
towns. 

AUSTRALIA 


Fundamental conditions in Australia 
continue gradually to improve. Com- 
modity prices are showing an upward 
tendency, and with the improvement in 
public confidence more interest in Amer- 
ican lines of merchandise is developing. 
Construction activities have increased; 
employment is better; business is less 
dificult; more automobile licenses have 
been issued. 

Recent widespread rains, which were 


THE BANKERS MAGAZINE 


badly needed, have greatly improved the 
general business outlook. As results of 
the better agricultural and pastoral situa- 
tions, country ordering from city whole- 
sale centers has increased and confidence 


June, 1933 
18,000,000 
2,046,000,000 


July, 1932 
31,542,000 
1,994,392,000 


in general has been further enhanced. 
Unemployment in the Commonwealth 
for the second quarter of this year is 
officially reported at 25.7 per cent., as 
compared with 26.5 per cent. in the first 
quarter and 30 per cent. in the second 
three months of 1932. 


JAPAN 


A slight recession in the upward trend 
in wholesale commodity prices occurred 
in the latter part of August, reflecting 
lower staple prices in America, but 
prices of domestic articles increased, 
owing to the advance in rice, barley and 
coal prices. Tokyo retail prices on 
August 15 were 18 per cent. higher than 
in the previous month. The stock mar- 
ket has been showing slight improve- 
ment, although weakening somewhat 
during the last week in August. 

Bank deposits declined 4.3 per cent. 
during July, compared with June, owing 
to low interest rates. Loans and secu- 
rity holdings, however, increased, but 
cash on hand declined. The five largest 
banks showed a small increase in profits 
for the first six months, compared with 
the same period in 1932. A merger of 
three leading banks, the Thirty-Fourth, 
Yamaguchi, and Konoike Bank, has 
been announced. The new bank, called 
the Sanwa Ginko, will open for business 
on December 9, with authorized capital 
of 107,200,000 yen, and paid-up capital 
of 72,200,000 yen. 
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Current Conditions in Canada 


HIS account of the situation in 
[cade appeared in the Business 

Summary of the Bank of Montreal, 
under date of August 23: 


The past month has seen, upon the whole, 
continuance of the favorable trend conspicu- 
ous since the spring; general business is now 
for the first time this year definitely above 
the level of the corresponding period of 1932, 
and this notwithstanding the decided check 
to the speculative upswing which was admin- 
istered during July and which was in many 
respects the month's outstanding incident. 
Like much else, the latter has served to illus- 
trate the closeness with which the trend in 
Canada is following that of the United States. 
In both countries after three months of con- 
tinuous and exceedingly rapid expansion (the 
rate about one-third less rapid in Canada) 
there has been sharp reaction in stock and 
commodity markets, both now passing 
through a period of consolidation. 

Commodity prices in Canada in July regis- 
tered a further and still sharper rise, the 
Bureau of Statistics wholesale index showing 
a movement from 67.6 in June to 70.5, the 


latter figure comparing with 66.5 for July, 
1932. The rise was again, as in preceding 
months, chiefly in raw materials and pro- 
ducers’ goods, the index for the former ad- 
vancing from 57.9 to 63.0, and for the latter 
from 65.5 to 69.8, while fully manufactured 
goods made a gain of only 2.2, and consum- 
ers’ goods as a whole a gain of only 1.7. 
Canadian farm products were 60.1 in July as 
compared with 52.6 in June (grains, 60.8 as 
compared with 49.4), demonstrating the area 
in which the upward trend was at its height. 
Wheat price movements were in fact the 
most spectacular that have occurred in recent 
years. Between July 3 and July 18, No. 1 
Manitoba Northern cash wheat rose from 
794c to 94c per bushel (May wheat passing 
the dollar mark on July 17 for the first time 
in two years). In the next four days, how- 
ever, prices declined 20c, only to regain 15c 
by July 27, of which 10c were again lost by 
the end of the month. The final result was 
the pegging of the minimum price by the 
Winnipeg Grain Exchange at the closing quo- 
tations on Monday, August 14 (No. 1 
Northern, October, 704c). 

For Canadian agriculture, the news of the 
month has confirmed and emphasized the 
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damage to crops by drought. In wheat, the 
spread that has developed between Winnipeg 
and Liverpool prices curtailed the export 
movement and led to the unprecedented 
carryover of 219,000,000 bushels. Crop pros- 
pects have declined to 250,000,000 bushels. 
Thus the available supply for the new crop 
year will approximate 469,000,000 bushels; 
with 130,000,000 bushels allowed for home 
consumption, this will leave 339,000,000 
bushels for sale and carryover in 1933-34. 
Exports for the crop year just closed have 
been 265,000,000 bushels. 

The main indices of industrial production 
are upward. The Bureau of Statistics index 
of the volume of business was 82.2 in June 
compared with 76.4 in May, and, though no 
comprehensive measurement of the kind is 
yet available for July, the outlook is for a 
further substantial rise. The July output of 
newsprint was 180,387 tons, the record for 
the year, an increase of 4 per cent. over June 
after seasonal trends are allowed for. Primary 
iron and steel plants have increased produc- 
tion in the case of steel billets to 49,076 tons 
from 31,602 in June, and in the case of pig 
iron to 31,689 tons from only 857 in June. 
Automobile production fell from 7323 in 
June to 6540, but after correction for sea- 
sonal trend the figures represent a gain in the 
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index. Construction, which is normally down 
in July, registered an emphatic gain, Mac- 
Lean’s record of contracts awarded being 
$12,651,000 in July, compared with $8,086,- 
000 in June, a doubling of the corrected in- 
dex; building permits issued, however, were 
for less than half the amount of July, 1932, 
and were down 40 per cent. from June. Flour 
production was slightly down to 1,186,000 
barrels in June,. and sugar production de 
clined in July after a very heavy June. Lum- 
ber mills have been shipping heavily. Kilo- 
watt hours of electricity generated totaled 
1,442,382,000, an increase of 25 per cent. 
over July, 1932. 

Car loadings, which normally decline in 
July, have since continued to mount. For 
the week ended August 5, 37,775 cars were 
loaded, an increase of 644 compared with 
the preceding week and of 2540 compared 
with the same week of 1932. Export busi- 
ness by water has also improved. Canadian 
Pacific Railway earnings have increased by 
473,000, or 4.9 per cent. over July, 1932, 
and Canadian National Railways earnings by 
$492,727, or 3.8 per cent.; both systems have 
continued to show gains into August. 

The figures of Canadian foreign trade for 
July are again favorable, the total value of 
this commerce having risen to $87,604,000 
from $80,091,000 in June, an increase of 
$5,377,000 having occurred in exports of 
Canadian produce, and an increase of $2, 
119,000 in imports. Particularly encouraging 
is the export side of the account, an increase 
occurring in all principal commodities with 
the exception of cheese. Wheat, flour, fish, 
furs, meats, planks and boards, wood pulp 
and copper all show a substantial increase, 
and it is a hopeful sign that imports have be- 
gun to expand. The balance of trade in July 
reached the considerable figure of $16,082, 
000, bringing this balance up to $42,000,000 
in the elapsed four months of the current 
fiscal year. 

In the mining field operations have 
speeded up somewhat in the production of 
base metals. The price of copper has ruled 
firm, and sales abroad of this metal were 75 
per cent. greater in value last month than in 
July, 1932, while the exports of nickel were 
nearly six times as great in value as a year 
ago. 

An event of the month has been the open- 
ing of public hearings by a Royal Commission 
on Banking and Currency. Lord Macmillan, 
the Chairman, in his opening address said 
the Commission would take into consideration 
larger issues of policy as affecting Canadian 
banking and currency generally and offer any 
suggestions which the evidence may justify to 
meet the pressing difficulties of the day. He 
remarked that a tribute which the banks of 
Canada well deserved to have paid to them 
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was “that the Canadian banking system has 
been recognized, even by those most disposed 
to be critical, to have come through this most 
trying period so far with admirable fortitude. 
It has stood up well to the demands which 
the world crisis has made upon its resources 
and has retained the general confidence of 
the community which it serves.” He added 
that “while a sound banking system is one of 
the most valuable of national assets, and an 
immense aid to trade and commerce, it is not 
itself productive. It is merely the subject of 
production and distribution, and, unless a 
country is running itself on sound business 
lines, the most perfect banking system in the 
world cannot save it from the inevitable con- 
sequences of its breaches of economic laws.” 

The statement of the chartered banks at 
the end of June showed current loans at 
$899,800,000 compared with $897,100,000 
on May 31. Demand deposits showed a sharp 
gain, but there was a falling off in notice de- 
posits of about $10,000,000. Bank debits for 
July amounted to $3,528,000,000, as com- 
pared with $2,176,000,000 in July, 1932. 

In the foreign exchanges during the month 
trading has been limited and violent daily 
fluctuations the rule. Sterling declined from 
5.03 to 4.65, but recovered to 4.77. United 
States dollars advanced from 33 per cent. 
premium to 8} per cent., later reacting to 5% 
per cent. French francs declined from 5.92 
to 5.53, but recovered to 5.67. Other prin- 
cipal currencies have declined approximately 
5 per cent. The bond market has been quiet, 
with prices of first-grade securities firm. 
There has been a slight recession in quota: 
tions for corporation bonds. 


The Monthly Commercial Letter of 
the Canadian Bank of Commerce sees 
the situation in the following light: 


_ Signs of a lull in Canadian business activ- 
ity are now clearly discernible. This is not 


an unusual development; looking over the 
records of the last decade we note that apart 
from 1928 there has been a decline in indus- 
trial production early in the summer of each 
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year. This year the slowing down was post- 
poned until August, with, however, a future 
clouded by the uncertainties of sub-normal 
crops over most of the Dominion and of 
vacillating fiscal policies in several countries 
which are major markets for Canadian prod- 
ucts. The slackening is not only more grad- 
ual than a year ago, but also seems less gen- 
eral. Thus, while the heavy industries are 
not so active as a month ago, those of the 
secondary class have either maintained or 
actually improved their position. 

To pick up the thread of developments 
since the preceding issue of the Letter, it may 
be noted that, contrary to the preliminary re- 
ports then available, July was a month of in- 
creasing activity. Steel production was the 
largest for any month during the last two 
years. Automobile manufacturers, however, 
were less busy than in the preceding month, 
or in July of last year. The newsprint mills, 
instead of being at the lowest ebb, as hap- 
pened a year previous, made the largest quan- 
tity of paper of any month in the current 
year. At this point it may be noted that the 
recent improvement in conditions affecting 
the newsprint industry was not confined to 
the major unit, that of Eastern Canada, but 
extended to the mills of British Columbia, 
which serve different markets, namely, the 
Pacific Coast area of the United States, the 
Orient and Australasia. The next important 
branch of Canadian forestry, lumbering, has 
not quite such an enviable record, but has 
nevertheless given a good account of itself. 
The most complete statistics are those fur- 
nished by British Columbia, from which 
province is derived about 50 per cent. of the 
lumber cut of the country. July production 
in that area was but slightly less than in June, 
and was about 40 per cent. higher than in 
July, 1932. 

Turning to August, preliminary reports in- 
dicate a slackening in steel production, and a 
seasonal let-down in the newsprint, lumber 
and automobile industries, probably counter- 
acted in at least some. degree by the main- 
tenance of textile mill operations and in defi- 
nite signs of increasing production from the 
metallic mines, the importance of which in 
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Canadian economy is discussed in a separate 
section of this Letter. 

It will have been apparent from our dis- 
cussions during the last few months that the 
greater foreign demand for Canadian prod- 
ucts has played a large part in raising the 
level of business activity. Accordingly, an 
analysis of Canada’s external trade will be in 
order. Export trade for the three months 
ending July, when there was a reversal of 
the declining trend which commenced in 
1929, had a value in Canadian currency of 
approximately $143,000,000, as compared 
with about $124,000,000 in the correspond- 
ing period of 1932. The other side of the 
“visible” account shows imports of $102,000,- 
000, in comparison with $121,000,000 in the 
May-July period of last year. The net re- 
sult was a favorable “visible” balance of $41,- 
000,000, against less than $3,000,000 a year 
previous. This notable improvement was due 
not only to rising prices, but in some divi- 
sions of export trade to larger volume. The 
qualification as to the influence of higher 
prices applies almost entirely to agricultural 
products, the improvement in financial returns 
and increased exports of cattle more than off- 
setting a drop in overseas wheat shipments. 
There has been little marking up of the prices 
of forest products, yet, owing to a substantial 
quantitative increase in July, the exports of 
these for the three-month period stood at a 
higher level. It is in minerals, however, that 
we find the most outstanding record, for, 
while advancing prices have swelled the value 
of this branch of external trade, they do not 
account wholly for an increase of nearly 100 
per cent. It is fortunate that this country 
has such favorable results in its “visible” ac- 
count, for apart from the lessening of the 
burden of the premium on American funds, 
in which a large part of the external debt is 
serviced, interest payments due to foreign in- 
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IMPERIAL BANK OF INDIA. The statement of 
August 11 shows a decrease of 8,63,000 ru- 
pees in public deposits, 32,90,000 rupees in 
other deposits, a decrease of 66,37,000 rupees 
in the bank’s investments, a decrease of 36,- 
83,000 rupees in bills discounted and pur- 
chased and an increase of 69,41,000 rupees in 
cash. 


CoMMERCIAL BANKING Company, Sydney, 
N. S. W. At the annual meeting of share- 
holders, June 30, a report was presented 
showing net profits for the year £259,077 8s. 
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vestors in Canadian securities have remained 
practically rigid, while the major offsetting 
item in the “invisible” account, receipts from 
tourist trade, has been on a descending scale, 
although the decline has probably not been so 
sharp as in the like period of last year. 


The September number of the Letter 
from which the foregoing information 
is derived contains a comprehensive sur- 
vey of the present position of the Cana- 
dian mining industry. 

A cheerful view of the situation is 
taken in the August issue of the 
Monthly Review of the Bank of Nova 
Scotia.. It declares: 


After a period of almost four years in 
which the patient chronicler of events has 
been obliged to record conditions of, on the 
whole, ever-increasing gloom, it is with relief 
that he is at length able to present the reader 
with the fact of a definite increase in general 
business, activity. For, whatever may be the 
developments of the future, there can be no 
doubt that during the second quarter of the 
current year the general level of business 
throughout the Dominion showed a distinct 
improvement. 

From a strictly Canadian viewpoint the 
better balance as between the prices of farm 
products and manufactured goods is especially 
important. It means, roughly, that what the 
farmer sells has a greater value in terms of 
what he buys than was the case, say six 
months ago. This relative improvement in 
the prices of farm products (in the case of 
wheat, the advance has been much more pro 
nounced than for the index as a whole) 
should do much to mitigate the unfavorable 
effects of short grain crops in western Canada. 
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3d. to which was added £117,445 16s. 7d. 


brought forward from last account. After 
providing for two semi-annual dividends at 
the rate of 5 per cent. per annum and allocat- 
ing £20,000 to bank premises account, £119, 
572 12s. and 4d. was carried forward to next 
account. 


BANCO DE LA REPUBLICA, Bogota, Columbia. 
The statement of July 31 shows total cash 
resources of $19,357,665.76 and total de- 
posits, $20,909,022.80. Bank notes in actual 
circulation, $25,949,529.50; gold coin and 
bullion, $14,679,657.58. 
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Discouraging the Bandit 


rapidly approaching an _ under- 

standing, one with the other. That 
is, the banker is beginning to understand 
that unless he takes the proper precau- 
tionary steps, bank robberies will con- 
tinue to increase, and with them either 
insurance rates or insurance regulations. 
The bandit is beginning to understand, 
with each precautionary step that the 
banker takes, that burglary as a business 
is rapidly headed for a depression. In 
fact, if the trend towards sensible pro- 
tection devices continues, the bandit may 
shortly become as extinct as the dodo. 

Manufacturers of bank protective 
equipment report that recently there has 
been a re-awakening on the part of 
bankers to install equipment which effec- 
tively stymies the bandit no matter how 
cunning the master mind behind the 
holdup plan, or how daring the execu- 
tors of that plan. A long time ago the 
bandit learned that if the banker could 
not get at a vault during the night, he 
could not either. And now he is learn- 
ing that if the banker cannot get at time- 
locked reserves in the daytime that there 
simply isn’t anything to do about it. 

With the insurance companies forc- 
ing the hand, with the new equipment 
that is being manufactured by time- 
tested companies, and, last but most im- 
portant, with the banker completing the 
cycle by protecting himself, the future 
should be pretty discouraging to the en- 
terprising young bandit. 

It is interesting to note some of the 
precautionary steps taken by bankers 
during recent months. The Nebraska 
‘Bankers Association, for example, in a 
campaign to discourage bank robberies 
in that section of the country, has pre- 
pared signs especially for bank robbers 
and their advance agents. Some of the 
signs read—‘Even WE can’t open our 
vaults until 9 A. M.”"—‘‘We keep only 


[es bankers and the bandits are 


$1000 in cash in this bank.”—*All of 
our time deposits and negotiable securi- 
ties are kept in the depository in 
Omaha.” 

Nebraska has been particularly hard 
hit by bank robberies. Insurance rates 
have increased 2000 per cent., which is a 
sizable increase to say the least. Pre- 
venting bank robberies with signs is, 
seemingly, somewhat silly. But, as W. 
B. Hughes, executive secretary of the 
association points out, “In nearly every 
case the robbers send someone to give 
the bank the once over before they at- 
tempt the robbery. If we can show 
these spotters that a robbery would be 
unprofitable, they will not take the risk 
involved in a bank robbery.” It must 
be admitted that there is a great deal of 
logic in that statement. 

The protective committee of the asso- 
ciation offered some suggestions to the 
country bankers. These suggestions 
were: 

1. Set time lock to open not earlier 
than 9 A. M. (This prevents the 
robbers from kidnapping the banker at 
his home and holding him in the bank 
until the time lock opens the vault at an 
earlier hour—and bandits do not enjoy 
waiting until the town becomes awake 
and people stir in the streets.) 

2. Keep an absolute minimum of 
cash exposed. (Losses would be greatly 
reduced if banks, during a “snatch and 
run” robbery wouldn't lose the $10,000 
counter cash which is really unnecessary 
in most cases and serves no other pur- 
pose than to attract the best brains in 
the bandit fraternity.) 

3. Lock up the main part of the cash 
throughout the day behind a time lock, 
and display placards advertising that 
practice. Set the timer to open after 
banking hours when your bank doors 
will be securely locked. 

4. Send all negotiable bonds, your 
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own and your customer's, away for 
safe-keeping. 

All of these are sensible and sane pre- 
cautions, and now that they have been 
put in effect robberies in Nebraska 
will, as the movement spreads and all 
banks so protect themselves, become 
more and more a thing of the past. 

In several places the ingenuity of the 
individual banker has been aroused to a 
point where he has designed and in- 
stalled equipment which seems to him to 
be admirably suited to his own needs. 
When. a banker is moved to such a state 
of mind it is a sure indication that some 
great movement is afoot. 

Take, for example, Ezra Gould, presi- 
dent of the Washington Mechanics Sav- 
ings Bank, in Washington, D. C. Mr. 
Gould, together with George Hayes, 
manager of real estate for the bank, be- 
came thoroughly disgusted with the 
losses which their bank with its three 
branches had suffered at the hands of 
holdup men. Both men had, in their 
youth, been machinists, and they worked 
out a method of protecting their main 
office which should effectively discour- 
age any recurrence of their previous 
losses. They have erected at the Georgia 
Avenue bank a new tellers’ cage, rec- 
tangular in shape, and with ample space 
for several tellers to work. From coun- 
ter height up it is sheathed with thick, 
bullet-proof glass. Tellers have per- 
fect vision facilities to command the 
whole front of the bank. 

The counters and sides are completely 
swathed in lacquered steel. At the rear, 
ventilation and protection is provided 
by a steel mesh wall that a .45-caliber 
Army pistol cannot pierce. 

At every teller’s toes is a plunger 
that will release a flood of tear gas in 
the face of an enemy, without having 
the slightest effect on the bank’s de- 
fenders. 

Firearms are of quick access. Port- 
holes are dotted at strategic points. They 
can be controlled from the inside. only. 

Keys to the bank are kept on the in- 
side and the workers are always locked 
in. Ample alarm systems can carry in- 





stant word to police headquarters of the 
approach of bandits. 

This equipment is to be installed in 
the three other branches of the bank, 
and it is a fairly safe bet that this in- 
stitution is one which robbers, in the 
future, will avoid. 

Then there is William Richards, 
president of the Brownstown Loan and 
Trust: Company in Brownstown, Indi- 
ana. Mr. Richards likewise became 
aroused to the point where he took a 
personal interest in the matter of suff- 
cient protection for a bank liable to rob- 
bery, and bent his talents to the invent- 
ing of a device which has been demon- 
strated before the national board of 
surety and casualty underwriters. The 
board became enthusiastic over the prin- 
ciples involved and have given official 
recognition to Mr. Richards for results 
of his work. 

Mr. Richards contrived a time lock 
consisting of a chrome manganese steel 
bar which goes across the face of the 
safe. The bar is held in place on the 
left-hand side of the safe by chrome 
manganese steel arms, electrically welded 
to the safe itself. On the right-hand 
side the bar enters a chrome manganese 
steel box which contains the timing ap- 
paratus. 

In the construction of the lock all 
steel has been case-hardened by the 
cyanide method which makes it impos’ 
sible to penetrate the steel with a saw, 
file or drill. The chrome manganese 
steel, being of the same toughness in 
fiber as used in automobile axles and 
other places of stress, is proof against 
sledging and hammering, so that when 
the steel arm is locked in place across 
the door there is absolutely no way of 
opening the safe within a reasonable 
length of time except by turning on the 
switch and letting the locking mecha- 
nism operate. 

The locking mechanism operates by a 
small motor. It is so designed that it 
requires 15 minutes to release the bar 
so that it may be left down in order to 
open the safe door. 

At the end of that period, within 
about 20 seconds, the locking mechanism 
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withdraws the locking bolt, rings a buz- 
zer to notify the cashier or bank officials 
that the safe is open. The motor and 
buzzer automatically shuts off itself. 

When the banker has opened his safe 
to take out or put in whatever is neces- 
sary, he pulls the bar back in place, 
presses a small brass button on the side 
of the lock and the bar is then locked in 
place until such time as the banker finds 
it necessary to open his safe again. 

Another device, which was recently 
installed in the Marshall State Bank in 
Marshall, Illinois, is an electric safety 
lock on the outer door of the bank. This 
lock prevents anyone from entering the 
building during business hours, unless 
someone on the inside pushes a button 
which will open the door. 

One South Dakota bank, bent upon 
doing its part to stem the tide of bank 
robberies, sent out the information that 
its equipment “consists of our regular 
safe, a good alarm clock, and a few 
Winchester shotguns. We keep one gun 
in the vault, one under the counter, and 
one in an apartment over the vault and 
. in the back room. We keep the time 
lock on in the safe, setting it to open 
every two or three hours as may seem 
necessary. We then set the alarm clock 
to ring when the timer runs off. This 
reminds us to reset the time lock, and 
during the operation we keep one of the 
shotguns within reach and the inner 





THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 


Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 


New York Office: 
373 BROADWAY 





Factories: 


HAMILTON, OHIO 


doors of the vault closed.” Not flossy, 
to be sure, but it sounds mighty effec- 
tive for a small bank. 

All of these reports of protective in- 
stallations are signs that the banker is 
rapidly coming to appreciate the value 
of equipment of one sort or another. 
Once started, the movement will no 
doubt spread until the bandit is thor- 
oughly discouraged and bank robberies, 
which had their heyday while other 
businesses were having their depression, 
will be, comparatively, a thing of the 
past. 

Just recently the largest order of its 
kind ever recorded in the United States 
was placed by the Security-First Na- 
tional Bank of Los Angeles, California. 
The bank contracted for the installation 
of an improved electric burglar-alarm 
system in the vaults of all of its 122 
offices and branches in Southern Califor- 
nia. In 55 of its Los Angeles branches 
the institution is installing the- auto- 
matic electric alarm of the American 
District Telegraph Co. Microphones 
and transmitting devices installed in the 
bank vaults are connected with a central 
station in Los Angeles where operators 
are constantly on duty. Sound vibra- 
tions caused by hammering, drilling, or 
lesser noises, are turned into an elec- 
trically recorded warning at the station 

A second type of alarm, equally ef- 
fective, is being installed in the outly- 
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ing branches by the O. B. McClintock 
Co. This alarm is of the local unit type 
and detects disturbances within or 
around vaults on practically the same 
principle as the other system, but causes 
a loud gong to sound outside of the bank 
building. 

G. M. Wallace, vice-president of the 
bank, said, in connection with these 
installations, “The spectacular attempts 
of tunnel bandits have focused attention 
upon this form of robbery, and plans to 
frustrate these operations are being 
made. While no safe deposit box of 
any of our customers has ever been 
entered by a burglar, we are on the 
warpath against bank bandits of all kinds 
and the equipment we are installing is 
a part of our campaign.” 

Too long bankers have been content 
to “suffer the slings and arrows of an 
outrageous fortune.” They are begin- 


ning to “take arms against a sea of 
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troubles and by opposing, end them.” 
Bandits are beginning to be confronted 
with a spectacle which, to them, must 
be anything but a pretty one. All types 
of banks from the largest to the smallest, 
in all sections of the country, and in all 
sorts of ways, from the wells of indi- 
vidual initiative and ingenuity and from 
the offerings of established and repu- 
table manufacturers, are combining in a 
formidable array against the encroach- 
ments of the bandit. Once bankers dis- 
cover, as they are now discovering, that 
adequate protection of their wealth is 
the solution of their holdup difficulties 
rather than huddling behind the skirts 
of insurance premiums, they will take 
steps to secure such protection. 

And once the stampede starts in this, 
the proper and ultimate direction, it is 
going to be almost as discouraging to be 
a bandit in the next few years as it has 
been to be a banker in the past few. 


EQUIPMENT NOTES 


INTERESTING new features uf an _ entirely 
new patented advertising medium for bank 
window, theater, department stores and out- 
door attraction displays are announced by 
George J. Kadel, president of Elliott Service 
Company, New York, who will market the 
device. 

Appropriately named the Moovad, it is an 
electrically operated cabinet which moves ads, 
photographs, lithographs or printed or hand- 
lettered posters, of paper or cloth, in suc- 
cession. It is conspicuous for the fact that 
it may be built in practically any size from 
that of an ordinary small photograph to a 
large size billboard. 

The principle embodied in the Moovad 
makes it possible to display many even large 
size posters in a very shallow space. For 
instance, the depth of the device displaying 
24 posters 17 inches wide by 22 inches high 
is only about 6 inches. This feature of 
shallowness combined with the general sim- 
plicity and compactness of arrangement of 
its parts allows the installation of the Moovad 
in places where other devices would be pro- 
hibitive. 

An additional point of Moovad advertis- 
ing is that it does not divide the reader's 
attention; it displays a full poster at a time 
(no oncoming or disappearing ads are seen). 
Twelve (or more or less) curtains are accom- 
modated easily, giving twenty-four (or more 
or less) displays. Each sign is separate and 
independent of the other. It is possible to 
time the changes at the owner's will, and 


substitution of new ads for old is but the 
work of a moment. 

The Moovad is an efficient and economical 
conversationalist that tells its story with ac- 
tion and one which is easily adaptable to 
most of the conditions which have hitherto 
conflicted with the use of this type of device. 


THE First National Bank of Galeton, Pa., at 
a special board meeting, signed a contract to 
remodel and modernize the interior of their 
present banking quarters. 

The Tilghman Moyer Company of Allen- 
town, Pa., a firm of architects and engineers 
who specialize in the design and construction 
of bank and office buildings, have been em- 
ployed to do the work. 

Local labor, local supply concerns and 
local sub-contractors will be used on_ the 
construction wherever possible. The officers 
of this bank have decided to proceed with 
the work at this time because of the very 
exceptional buying opportunities on interior 
bank equipment. The improvements to be 
made are costing less than half as much as 
the same work would have cost in June, 1929. 

A number of new and unique features are 
going to be incorporated in the banking 
room which will make for added convenience 
and greater security. 


Lestiz S. MosHeER, of Brooklyn, N. Y., has 
recently been issued a copyright from Wash- 
ington on a business timesaver to be met- 
chandised under the trade name of Mosher 
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Interior view of the Pelham National Bank, Pelham, N. Y. Chas. A. Holmes, 


architect, New York. 


Systems—Timefinder, according to an an- 
nouncement made by the firm of Butterly 
and Durborow, of 120 East 41st street, New 
_ York, who will undertake the merchandising 
of the product. 

The Timefinder as copyrighted by Mr. 
Mosher scales all dates in the calendar year 
to the number of days separating any two 
dates. A dual index in the book provides 
immediate cross reference of the days be- 
tween any two months with the exact figures 
on (1) the number of days from’ any date 
to any other date, (2) the terminating date 


Formerly of Holmes and Winslow. 


for any number of days after any given date, 
(3) the beginning date for any number of 
days preceding any given date, (4) the day 
of the week on which a future date will 
fall, (5) the day of the week of any pre- 
vious date. 

It has been estimated by the firm who 
will undertake the merchandising of the 
product that this copyright will save many 
hours from the regular routine of date and 
interest calculations in all forms of business. 
While practically all forms of banking and 
bond business depend upon calendar calcula- 
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tions for exact dates, the Timefinder gives 
instantaneously the exact number of days on 
a calculation. 

A survey of banking houses, brokerage 
houses, utilities and accounting firms was un- 
dertaken by the firm of Butterly and Dur- 
borow, who have reported that the product 
is absolutely new in its field. The product 
is especially applicable to these fields although 
its use may be applied to all forms of mod- 
ern business accounting and banking methods. 


PLANS have been approved for the erection 
of a néw banking house for the Dunkirk 
Trust Go., Dunkirk, N. Y., on property ad- 
joining the bank’s present location. Elton D. 
Warner, who has been president of the bank 
since its opening thirteen years ago, is in 
charge of the preparation of these plans, 
specifications of which are being drawn by 
E. A. Phillips of Warren, Pa., and E. S. 
Phillips of Meadville, Pa. 


M. L. Straus, executive vice-president of the 
American National Bank and Trust Co., 33 
North La Salle street, Chicago, Ill., has an- 
nounced that the alterations of the present 
banking quarters now going on will reach 
completion shortly. The bank will then oc- 
cupy the bank and mezzanine floors and also 
the fourth and fifth floors of the building 
and this entire space of some 45,000 square 
feet will be completely air conditioned and 
air cooled. 


THE County Bank and Trust Co., which 
recently opened at 515 Massachusetts avenue, 
Cambridge, Mass., has opened a branch office 
at 310 Cambridge street, East Cambridge, for 
the convenience of the commercial, individual 
and savings depositors in that section. The 
branch office is modernly equipped, including 
the latest protective devices, and the savings 
accounts will be handled by automatic sav- 
ings bank bookkeeping machines. 


THE bank building of the Anniston National 
Bank, Anniston, Ala., is to be remodeled, ac- 
cording to plans disclosed recently. Among 
other changes will be the installation of a 
modern elevator and the converting of second 
and third floors into modern office suites. 


THE present quarters of the National Bank 
of Commerce, Charleston, W. Va., are to be 
made larger, according to an announcement 


made by Edward Hess, président of the bank. 


THE Bowery Savings Bank building on 42nd 
street, New York City, was returned to its 
original exterior brightness by the use of live 
steam which effectively removed the dust and 
soot which had accumulated over a period of 
years. This work was necessitated by the 
erection of the new Bowery annex which 
made so great a contrast with the old build- 
ing that there appeared to be no connection 
between the two. The work was done at 
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night by the Atlantic Terra Cotta Company, 
New York. 


THE entire upper part of the Rochester Sav- 
ing Bank building, Rochester, N. Y., will be 
remodeled and upon completion of the work 
the building will be six stories high instead 
of seven as it is at present. The copper dome 
roof, which is largely an ornamentation and 
was in accordance with architectural styles at 
the time of the building’s erection, will be 
removed and a more modern superstructure 
put up. 


THE East River Savings Bank of New York 
City will occupy a new banking structure 
on the site of the Havemeyer building on 
Church street. Walker & Gillette are the 
architects and they plan to erect a building 
accommodating bank offices 200 feet in 
length and 35 feet high. These offices will 
have every modern equipment possible and 
necessary. The building will be soundproof 
and will have its own ventilating and air 
conditioning system. 


Tue International Business Machines Corp. 
recently purchased Electromatic Typewriters, 
Inc., including the Rochester, N. Y., plant, 
with all machines, tools and patents. An all- 
electric typewriter, an automatic letter- 
writer and a master perforator are among the 
machines in the newly acquired line. 


oe 


ARMOUR @& CO. REVEALS BANKERS 
SALARIES 


SacarigEs of $1,300,000 paid to three bankers 
from 1923 through last year were revealed 
by T. G. Lee, president of Armour & Co., in 
a communication addressed to the stockhold- 
ers during the contest over the proposed 
financial reorganization. 

The original scale of salaries paid to the 
three members of the company’s Finance 
Committee was $60,000 to the chairman and 
$40,000 apiece to the other two members. In 
August, 1931, their salaries were cut 10 per 
cent., and in February, 1932, the present 
scale of $18,000 a year for the chairman and 
$12,000 for the other members was estab- 
lished. 

Samuel McRoberts, director of the Manu- 
facturers Trust Company, New York, is now 
serving as chairman, and A. H. Wiggin, 
director and former chairman of The Chase 
National Bank of New York, is receiving 
$12,000 a year as member of the committee. 
The third member of the committee, James R. 
Leavell, president of the Continental Illinois 
National Bank & Trust Company, is serving 
without compensation and has done so since 
he was appointed to succeed Arthur Rey: 
nolds, former chairman of the Continental 
Illinois, in October, 1932. 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


A Convention That Worked 


halls of the Waldorf-Astoria 


Tit quietly beautiful galleries and 
New York City, 


were 


Hotel, 


turned into workshops during September 
11-14 as some five hundred delegates 
of the Financial Advertisers Association, 
attending their annual convention, set- 
tled themselves down to the evolution 
public 


of broader financial relations 
policies. 

Ably conceived and directed, the 
program carried the deliberations straight 
down a charted course and achieved the 
crystallization of progressive public rela- 
tions ideas and ideals which made of 
the convention a landmark in the his- 
tory of social progress. 

Herbert H. Lehman, Governor of the 
State of New York, who was unable 
to be present, due to the pressure of 
official duties, sketched the reason for 
such a meeting and expressed the hopes 
of all who attended when he said in 
a letter regretting his absence: 

“Banking, to a greater extent than 
other businesses, is a matter of faith— 
faith of the bankers in the public’s 
willingness and ability to fulfil its 
obligations, and faith of the public in 
the integrity and stability of banking. 
Consistent, intelligent and unselfish ex- 
planation and education on the part 
of the bankers can do much to foster 
such faith, and I hope that the delibera- 
tions of your convention will educe 
action toward this desirable end.” 

The importance of the subjects under 
discussion, which had brought men and 
women from all sections of the country 
to hear of them, was clearly pointed out 
by Lewis E. Pierson, chairman of the 
board, Irving Trust Company, New 
York, in his address of welcome. Mr. 
Pierson expressed the belief that good 
banking was not a matter of much 
legislation, necessary as certain funda- 


mental legal guides might be, but rather 
was due to the banker’s recognizing 
that good banking is necessary for the 
welfare of all, and “that the only rela- 
tionship between a bank and its cus- 
tomers which in the long run pays 
is that relationship which is mutually 
equitable, mutually profitable and, there- 
fore, mutually satisfactory.” Coming 
more directly to the public relations 
problem, he believed, “without fear of 
contradiction, that sound banking is the 
first essential of public confidence. But 
the fact that a bank is well managed 
and properly conducted does not in 
itself suffice. Not only must a bank 
deserve confidence: it must also possess 
it. . . . The public wants to know 
more about banking than it does, and 
will give a hearing to what we say. 
Now is our opportunity. Let us so 
use it that it may count in the years 
to come.” 

Responding to Mr. Pierson’s address, 
H. A. Lyon, advertising manager of the 
Bankers Trust Company, New York, 
and president of the Financial Adver- 
tisers Association, pointed to the un- 
deniable record which the Association 
had accomplished, but warned that the 
work was as yet just begun. Accord- 
ing to Mr. Lyon, our country has an 
instinct for speculation which comes 
from the inherent make-up of the people 
and from our methods of growth and 
expansion. Banking, along with other 
business, has suffered from the subse- 
quent cycles of prosperity and depres- 
sion. Looking far into the future, 
Mr. Lyon believed that the public rela- 
tions staff within the bank should be- 
come more deeply allied with banking 
and its present evolution so that general 
education in banking functions and 
operations may take place for a genera- 
tion or more. He suggested, with all 
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due respect to the present administra- 
tion, that financial advertisers, as a 
body, should ally themselves with such 
organizations as the American Bankers 
Association, the Association of Reserve 
City Bankers and such others as would 
afford mutual benefits, for public rela- 
tions is warp and woof a part of 
banking and should not seem to be 
an independent unit of it. 

From the broader aspects of public 
relations work as outlined in these 
opening addresses, the discussions turned 
towards the mechanics and operations 
by which such work might derive 
greater accomplishments. 

Recent banking legislation has for- 
cibly brought home the close relation 
that banks have to the lawmakers of 
the country. Edward Elliott, vice- 
president of the Security-First National 
Bank in Los Angeles, Cal., cited the 
experiences which California bankers 
had had with the legislators of that 
state. In 1908 a committee was ap- 
pointed by the state legislature to revise 
the then existent banking laws. Simul- 
taneously the California Bankers Asso- 
ciation appointed a banking commission 
to co-operate and work with the legisla- 
tive committee. Since that time a close 
working partnership has been main- 
tained between the bankers and the 
legislature, with the result that laws 
have been passed of benefit to all con- 
cerned Mr. Elliott believed from the 
experience thus gained, that, “the 
bankers should and can establish and 
maintain a friendly relationship with 
the members of the legislature; that, 
as a result of a frank discussion of bills 
upon their merits, most objectionable 
legislation can be defeated and much 
constructive legislation enacted.” 

Developing his theme, Mr. Elliott 
pointed out that “it is an impossibility 
for members of the legislature to under- 
stand all the bills upon which they 
must vote. It is impossible for them 
to analyze the bills and be able to 
determine what their effects will be. 
If, therefore, you have the opportunity 
to discuss the bills with members of the 
legislature and analyze with them the 
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effects, and you yourself have a pretty 
good idea as to the results that will 
ensue, it is relatively easy to show 
what good effects and what evil effects 
may be expected to result. It has not 
been our experience that the members 
of the legislature are seeking to do evil. 
The vast majority of them are honest 
in their intentions, and many bills can 
be succssfully amended or defeated by 
merely pointing out to the authors the 
effects that they will produce, effects 
entirely uncontemplated by the legisla- 
tor in question. Perhaps we are pecul- 
iarly fortunate in the character of 
our legislators, but I do nof believe it. 
I believe that much of the unfortunate 
condition which exists in some states 
is due to the attitude of the bankers 
themselves, who started out upon the 
assumption that the members of the 
legislature were at best ignorant, and 
at the worst venal, and have conse- 
quently put themselves in an antag- 
onistic mental attitude with the results 
that might be expected.” 

The need for some such a co-opera- 
tive agency on a national scale similar 
to the one which Mr. Elliott outlined 
as active in his state was aptly illus 
trated in the succeeding address by 
Col. Allan M. Pope, president of the 
First of Boston Corporation, and past 
president of the Investment Bankers 
Association. Colonel Pope, after a 
brief outline of the fundamental func- 
tions of investment bankers, _ stated, 
“The result, since the passage of the 
{Securities} Act, is that no long term 
borrower, without exception, is willing 
to apply for registration with the 
Federal Trade Commisison for author- 
ity to issue any loan which is proper 
for an investment banker to under- 
write, with the possible exception of 
some small number of authorizations 
applied for by investment trusts. In 
other words, public utilities, commercial 
and industrial concerns now offer no 
securities to the public through under- 
writers. No necessary refunding of 
maturing obligations can be accom 
plished. If this keeps up, great numbers 
of defaults and bankruptcies are bound 
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to occur. No new long term money 
for capital requirements is being ob- 
tained by industries today except for 
generally speculative enterprises. 
“When you disrupt the normal func- 
tions by which money is borrowed the 


public is the one who suffers in the 


end. The National Recovery Act is 
trying to stimulate short term lending 
by banks. Long term loans are just 
as essential. Today they are impossible 
for borrowers of conservative businesses, 
the type with which the investment 
banker alone deals. Such a condition 
cannot long continue safely. 

“In all that I have said, if I have 
made one point clear I feel that I have 
accomplished all that I set: out to do. 
This point is that the investment busi- 
ness is on a sound basis. In the past 
it has been on a sound basis when 
investment houses confined themselves 
to the investment banking business. The 
fact that the investing public today is 
discriminating and in increasing number 
is seeking out the investment banking 
house is evidence of the confidence of 
the public in its soundness. Whereas 
the public’s desire to accomplish in a 
short period of time a return to sound 
investment banking through legislation 
has produced in the securities act and 
in the banking act many sound invest- 
ment principles, heartily subscribed to 


Ava G. MAXWELL 
President 


I. I. SPERLING 
First vice-president 


by the investment banking fraternity, 
both of these acts, in attempting to 
accomplish a worthy result, have in 
some fundamental instance retarded or 
prohibited the re-establishment of sound 
investment banking principles in the 
country, and, where those prohibitions 
exist, no time should be lost in correct- 
ing them.” 

Thus was presented the problem of 
adverse legislature and the possible solu- 
tion of it through a co-operation of 
effort, so that the mutual interests of 
both legislator and banker towards the 
betterment of public welfare might be 
realized. 

Bayard Pope, chairman of the Ad- 
visory Committee of the Marine Mid- 
land Trust Co., New York, picked up 
another problem—that of a closer work- 
ing relationship between the bank ex- 
ecutive and the public relations man— 
and suggested a solution for it.. He 
intimated that such a solution should 
be a comparatively simple matter when 
he said, “I know by experience that the 
objective of these two individuals is 
identical, but that they approach it 
from two almost opposite channels of 
background and observation, and that 
it is often hard to reconcile their con- 
flicting methods of approaching their 
common goal. 

“I would impress upon you here at 
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the beginning that effective bank adver- 
tising and public relations depend, first 
of all, upon the degree of co-ordination 
that can be reached between these two 
distinct viewpoints and the extent to 
which they are permitted to supplement 
rather than hamper each other.” 

Mr. Pope defined a good bank public 
relations man as one who had a 
thorough understanding of what kind 
of advertising was good for his par- 
ticular bank and who had “a sufficient 
knowledge of sound banking to be 
thoroughly imbued with its underlying 
principles and to be able to differentiate 
them between his own institution and 
all others.” 

In an effort to shorten the gap be- 
tween the banker, with his “sacred 
cow” traditions, and the promotional 
spirit of the advertising man, Mr. Pope 
pointed out that these traditions and 
their advertising prohibitions were sound 
assets and a definite challenge to adver- 
tising men who could turn those same 
traditions into strong selling points 
through proper handling. 

As he amplified his subject, Mr. Pope 
stressed the necessity of customer good- 
will, explaining that every contact of 
the customer with the bank should 
impress him with the bank’s soundness 
and attitude of real helpfulness. To 
assist in this direction, the public rela- 
tions man “must know what type of 
customer is most valuable to the bank, 
why its customers prefer to deal there, 
how they are handled and something of 
their business and banking require’ 
ments.” 

One of the most important subjects 
touched upon was the relationship be- 
tween the banks and the press, for 
newspapers are recognized to be the 
foundation of public opinion. “We 
must give reliable information to the 
people by first giving the newspapers 
information which is proper and in the 
public interest for the people to have,” 
said Mr. Pope. 

“T therefore can think of no duty 
of a bank public relations man more 
vital than to build up and maintain 
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mutual confidence between his bank and 
the local newspapers. The public is 
always the beneficiary of a policy of 
clear publicity. A sound bank has 
everything to gain by it. The news 
papers and. the banks have every incen- 
tive to work together for the community 
they serve,” he said. 

Warning that the public relations 
man should not become so engrossed 
in the mechanical details of advertising 
that he could not maintain a broad 
viewpoint, Mr. Pope stated that, if 
the public relations man was worth 
his salt, he would hold a place of 
recognized value and importance in his 
institution through his genuine ability 
and resourcefulness. 

Mr. Pope then stressed the necessity 
for keeping close contact with the 
public by saying, “If there is one sug- 
gestion that I would leave with you 
rather than any other, it is to keep in 
tune with public thought by getting out 
and talking with people inside and out- 
is the 


side of your institution. It 
people, not you, who should write the 


advertising. Bear in mind that back 
of every outstanding bank advertising 
campaign is the inspiration and guiding 
hand of some capable bank executive 
within the bank. And in my 
observation, when such a guiding hand 
is missing from the advertising, it se- 
riously lacks clearness, sincerity, interest, 
distinction and _ consistence—five ele- 
ments which are vital in building pres 
tige for a bank through advertising.” 

John H. Puelicher, president of the 
Marshall & IIsley Bank, Milwaukee, 
Wis., delivered a forceful address on 
the subject of “The Place of the Bank 
Employe in Public Relations Work.” 
Mr. Puelicher presented the picture of 
the American banker who was being 
blamed for all of the economic ills, 
very few of which were of his own 
making. The slump in -business gen- 
erally reflected itself in the banking 
serving that business. But bankers, 
flayed without mercy for their supposed 
wrong-doings, were beginning to fight 
back. Citing the recent widespread 
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interest in banking, he said that now 
‘was a favorable time for the banker 
to tell his story so that the public would 
once again restore to him the confidence 
in his trusteeship which was justly de- 
served. That some such message from 
the banker was necessary was demon- 
strated by several startling and illumi- 
nating examples of the ignorance which 
intelligent people generally have of the 
rudiments of banking transactions which 
Mr. Puelicher cited. His speech so 
thoroughly covered the entire subject 
of public relations and their importance 
that it will be reprinted in full in this 
department next month. 

Colonel James L. Walsh, executive 
vice-president of the National Bank of 
Detroit, Detroit, Mich., followed Mr. 
Puelicher with an “off the record” talk 
on the Detroit banking crises. Speak- 
ing informally, Colonel Walsh pun- 
gently described the various situations 
that arose and cited instances where 
advertising had been used to great 


advantage to cope properly with those 


situations. So apt were his remarks, 
so clear-cut and convincing were his 
citations and so sincere and friendly 
was his delivery, that the attending 
delegates, both bank executives and 
public relations men, testified their ap- 
proval at the conclusion of his talk by 
rising as they applauded. It is un- 
fortunate that the story cannot be 
recorded here, but it was the good for- 
tune of those attending to be able to 
listen to a speech which will serve 
as an inspiration in their own work 
whenever, during the coming years, 
such inspiration should become needed. 

Speaking extemporaneously, Henry 
Bruere, president of the Bowery Savings 
Bank in New York City, characterized 
the times as an “adventure of attempt- 
_ ing to secure in America on the basis 
of reason and fact and experience the 
good life. That is a big undertaking. 
There never has been, I suppose, since 
the days of the great pilgrimages and 
the movements of people inspired by 
some uncontrollable passion, a move- 
ment which is comparable to that which 


is going on now, born in desperation 
and nourished by hope.” 

Intimating that there was a great 
amount of work to be done by public 
relations men, Mr. Bruere stated that 
“although we are probably prejudiced, 
the value of banking services and the 
quality of banking administration is 
ridiculously and almost criminally under- 
estimated by the politicians and the 
public. It is an old tradition. I have 
a picture in my room which someone 
gave me of the money-lender looking 
out of his window at the borrower, and 
the expression that passes between them 
is one of extreme hostility and wrath 
and contempt . . . and the spirit of 
the Merchant of Venice I think still 
affects the public mind with regard to 
banking.” 

Sketching the economic and _ social 
implications reflected by recent changes 
as they affected mutual savings banks, 
Mr. Bruere pointed out another reason 
for enlightening the public about bank- 
ing. 

“Approaching the lending of money 
from the common standpoint of provid- 
ing something which is good for the 
community, and having an investment 
which in the end justifies itself because 
it does good to the community—that 
is to say it earns a return and repays 
itself-—means on the other hand that 
those who borrow the money accept a 
responsibility. We have to learn that 
the borrowers of the funds are just as 
integral a part of the banking machinery 
as the lenders of the funds, that they 
are adjunct trustees and have got to be 
intelligent about it, and, if they are 
not intelligent, we have to help them 
to be intelligent about it; that merely 
to get a loan isn’t an achievement, but 
it is an obligation—not only an obliga- 
tion to repay, but to use the money in 
a way that will do good.” 

Mr. Bruere indicated another job to 
be done by bankers among the banking 
public. He said, “When we invite 
depositors to come into savings banks 
we hitherto have told them just as 
little as we thought that they needed 
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to know or could bear regarding the 
nature of the transaction. They have 
thought that they would secure interest 
and returns on their money irrespective 
of the length of time it remained in the 
banks. That has been true because 
there has been an upward swing 
through all these generations in 
America. We now know that the 
implication of that promise isn’t sound, 
and we have got to undertake the job 
of educating the public to the under- 
standing of what it means to have 
money earn interest, and that you can’t 
get the same rate of interest on money 
left in a bank for two minutes as you 
can if it is left for two years. We 
have treated the public too much like 
children, and have assumed an abysmal 
economic ignorance which has been to 
a degree calamitous to the whole finan- 
cial structure and to the business struc- 
ture of the country. 

“Well, I see in this new order, not 
merely an emotional and sentimental 
arousement, but a challenge to all of 


us who are engaged in the business of 
attempting to proceed with adult minds 


in grappling with our problems. I be- 
lieve that nowhere does it impinge 
more heavily than upon the business 
of finance, because finance provides the 
warp of the whole economic structure, 
fabric; and for those who speak for 
finance in attempting to build up public 
relations there is a new responsibility 
to be intelligent. I think the hardest 
working people in the next few years 
are going to be the bankers, and, if 
the bankers are wise, the public rela- 
tions councilors and advertisers that 
they employ will be, perhaps, as hard 
working.” 

Peering ahead, Mr. Bruere believed 
that some future, progressive administra- 
tion would look to banks and financial 
institutions for its Tugwells, Moleys 
and Wollmans, there to find its trained 
economists. He believed also that, in 
keeping with this growth towards a 
more substantial system, advertising 
would assist as an educational process 
of breaking down for public assimila- 
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tion complicated facts that, when so 
broken, ceased to be complicated. 

Guy Emerson, vice-president of the 
Bankers Trust Company, New York, 
likewise approached banking and bank 
public relations problems from a some- 
what omniscient angle. He depicted 
the rapid growth and expansion of the 
country and traced this development to 
the ready access of easy credit. Now 
that that day has passed, a new one 
has arrived where the banker must say 
“no” in order to protect the depositors’ 
money, where before he might have said 
“yes.” This presents a new relation- 
ship between the banker and the public, 
and one that calls for a greater under- 
standing between the two. The banker 
must strive to direct his business so as 
to give the greatest benefit to the 
public as new social and economic situa- 
tions arise, and the public must strive 
equally to understand what the banker 
is doing and why. 

In developing his theme, expressed so 
broadly above, Mr. Emerson said, “The 
banking business, surprising as it may 
seem to some of us, can change not only 
some of its technical operations but can 
change its soul, or, if you don’t want 
sO pretentious a word as that, can 
change its public attitude, and I think 
is about to do so. 

“That means that the banker can 
no longer sit in his office and run his 
job as he thinks well. He has got to 
be conscious of the fact that other 
sections of the banking business which 
are not run so well can upset his opera- 
tions just as much as if he were to 
make bad loans or permit defalcations 
in his own institution.” 

Mr. Emerson told about a commission 
appointed last May by the Reserve City 
Bankers Association which “dedicated 
itself for an indefinite period to take a 
fresh look at the banking business, to 
give enough time with the aid of 
experts to studying the situation as it 
now exists, free from preconceptions 
and unbound by traditions of the past.” 
Citing some of the accomplishments of 
this Commission, he mentioned other 
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committees which were undertaking a 
similar work in getting to the roots of 
the banking situation—committees from 
the American Bankers Association, from 
the clearinghouses and from bank 
associations in practically every state. 
Thus the bankers, thoroughly aroused 
to the situation, were shown to be 
active in attempting to apply an intelli- 
gent remedy to it. Mr. Emerson warned, 
however, that the kind of banking in 
the country was but a reflection of what 
the public demanded. He said, “. . . 
until the temper of our people permits 
sound banking, we shall not have sound 
banking. The remedy for this lies in 
popular education of the depositors of 
the nation, in constructive proposals for 
a stronger banking system and in cou- 
rageous leadership on the part of the 
bankers and the Government toward 
that end.” 
Pointing out 


that the history of 


American banking has been an extraor- 
dinarily fine one in its net results, 
Mr. Emerson suggested two things to 


be done so as to perpetuate that record 
under changing conditions: 

“One is for the bankers to educate 
themselves. That cannot, in my opin- 
ion, be done until we have fewer banks, 
a greater sense of professional respon 
sibility, a greater training for bankers 
in the same way that training is re- 
quired for lawyers before they can be 
admitted to practice at the bar, and 
that is a slow matter. 

“The second thing is the training of 
the public to know that they control 
this picture. It is their money that 
lies in the banker’s depositories. It is 
to them that you have to look for 
responsibility for the loans that are 
made, in the last analyses, under our 
scheme, while we have so many and 
such a diverse, varied group of banks.” 

In closing his address, Mr. Emerson 
spoke directly to the Financial Adver- 
tisers Association, charging them with 
the responsibility which was to be theirs 
in the future. He said, “I would like 
to suggest to this group that one of 
your greatest functions would be to 
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pledge yourselves to keep before you 
for the next five years, as one of the 
objectives of your life, the education 
of the public on the fundamentals of 
the banking business. . . . I believe that, 
if your group, with its influence, with 
its ability to be articulate, will devote 
itself to this subject for a five-year 
period, that you can have a profound 
effect on correcting popular misunder- 
standings of the banking business. And, 
if you do, you will have a profound 
effect on the entire economic structure 
of the country, which is tied up more 
closely with the banking business than 
any of us have yet realized.” 

Thomas R. Preston, president of the 
Hamilton National Bank, Chattanooga, 
Tenn., added the weight of his opinion 
to those which had already been ex- 
pressed that banks and the public 
should achieve a greater measure of 
co-operation. He said: 

“People were never so interested in 
banks as now, and it was never so 
necessary that the public and the banks 
have a cordial and sympathetic under- 
standing of our financial problems. 
Most of us agree that few understand 
banking, but all think they do. The 
banks themselves are very largely re- 
sponsible for this situation. It is amaz- 
ing how little the average person knows 
of the intricate and difficult problems 
of banking. This is true even among 
business men. During the bank holiday 
many people realized for the first time 
how absolutely essential banking is to 
every phase of American life, and how 
complicated, expensive and necessary are 
the financial facilities for the carrying 
on of the commerce of the country. 

“There is no business more sacredly 
confidential than the relations of cus- 
tomer and bank. This naturally makes 
the average banker reticent and little 
inclined to take the public into his 
confidence. Banks in the future must 
be more frank and more willing to 
make their problems known to the 
public than they have ever been before. 
Few realize that through all this depres- 
sion over 90 per cent. of the deposits 
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in banks of this country were never 
affected. Even the depositors in closed 
banks will suffer comparativly small 
losses.” 

Delving into some of the troubles 
with present day banking, Mr. Preston 
pointed out the fact that borrowers 
often failed to have, unwittingly, the 
same sense of obligation to the bank 
that bankers felt towards their deposi- 
tors. Furthermore, the multiplicity of 
laws tended to fog the situation rather 
than to improve it. He stressed the 
favorable effect that public opinion— 
educated public opinion—would have 
on the legislatures if that opinion were 
moulded to direct the passing of bene- 
ficial laws, rather than the haphazard 
passing of laws detrimental to the 
public welfare. 

Two constructive steps were proposed 
by Mr. Preston. The first, towards the 
unification of banks under one system, 
as no system can be operated by forty- 
nine different governments. And the 


second, that all large banks be allowed 


the privilege of at least state-wide 
branch banking, and area-wide branch 
banking if possible. 

In closing, he reminded the delegates 
that, whether or no, the Government 
was going to have more to do with 
the control of banks in the future than 
it ever had in the past, and that it was 
the duty of the people to co-operate 
with President Roosevelt, who, with 
such co-operation, cannot fail. 

So much for the general sessions, 
which were studiously attended to the 
capacity of the halls wherein they were 
held. In addition to these sessions, 
many departmental meetings were held 
by the various groups for a more inti- 
mate discussion of particular problems. 

The Trust Development Depart- 
mental was addressed by John W. 
Remington, trust officer of the Lincoln- 
Alliance Bank and Trust Company, 
Rochester, N. Y., on the topic “Train- 
ing Trust Solicitors.” Following Mr. 
Remington, Sheldon L. Stirling, as- 
sistant treasurer of the Union and New 
Haven Trust Company, New Haven, 
Conn., spoke on “Direct Mail as a 
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Promoter of Trust Service.” And fol- 
lowing Mr. Stirling came Samuel Wit- 
ting, second vice-president, Continental 
Illinois National Bank and Trust Com- 
pany, Chicago, Il. 

Space does not permit discussion of 
the subjects brought up in these de- 
partmentals except upon those having 
a general aspect rather than a special- 
ized one. During the Business Develop- 
ment Departmental, G. Fred Berger, 
treasurer of the Norristown-Penn Trust 
Company, Norristown, Pa., discussed 
“Public Confidence and the New Busi- 
ness Program.” He _ predicted that 
drastic changes in commercial banking 
will undoubtedly be brought about by 
the provisions of the Glass-Steagall 
bill, unless they are revised at the next 
session of Congress. He outlined bank- 
ing as it ‘would be in the future by 
saying: 

“There will probably be fewer ac- 
counts, and undoubtedly banks will con- 
tinue to develop the charge for banking 
services on a basis measured by the 
services used. Banks are being faced 
with an increasing competition for the 
savings dollar with life insurance com- 
panies, investment trusts and the like 
offering, in the case of life insurance 
companies, security for the future and, 
in the case of investment trusts, greater 
income with the possibility of enhance- 
ment in value. Without doubt, one of 
the trends for the future will be the 
development of a service by banks, 
probably through their trust depart- 
ments, which will provide a life plan 
for their clients—a plan which will 
involve a savings policy, an investment 
policy and life insurance in their proper 
proportions to the needs of the indi- 
vidual. These are services which, as 
they are developed, will tend greatly 
to add to the fallen prestige of banks 
and bankers.” 

Mr. Berger suggested the following 
steps as a program for rebuilding con- 
fidence in banking institutions: (1) 
study of banking functions, service by 
service, appraising each for strength and 
weakness; (2) educating the entire 
organization from directors down in 
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these functions and services; (3) adver- 
tising these services, according to season, 
market opportunity and competition, to 
the entire community, or, in a large 
city, to whatever portion of that com- 
munity it is desired to reach, using the 
proper media and also whatever possible 
publicity is available; and (4) co-ordina- 
tion of the first three steps in order 
that the best possible results may be 
obtained and in the rebuilding of good- 
will. At the same meeting, W. E. 
Brockman, assistant secretary, Northwest 
Bancorporation, Minneapolis, Minn., 
spoke on “The Banking Act of 1933— 
Its Effect on New Business”; and Robert 
J. Izant, vice-president, Central United 
National Bank, Cleveland, O., outlined 
“The Obligations and Responsibilities of 
the New Business Man.” 

Many well known speakers addressed 
the meetings of the Savings, Investment, 
and Public Relations Departmentals. 
At the latter, Mr. Brockman again 
spoke on “The American Banking 
System in the Light of American Eco- 
nomics.” After pointing out the growth 
of our present banking system and the 
reasons for such a growth, he said, 
“The recent banking legislation is clearly 
an acknowledgment on the part of 
Congress and the country as a whole 
that the banking system has become 
inadequate to carry the load which it 
was presumed to carry. Whether or 
not we have branch banking, guaranty 
of bank deposits or are forced to 
separate security affiliates, there can be 
little doubt that the system of banking 
is going through a period of drastic 
change, and it is our function, as 
bankers, to see that the new system 
to be finally adopted is flexible enough 
to meet future requirements and future 
tests that are bound to arise.” 

_ The Publicity Luncheon was ad- 
dressed by Louis W. Munro of 
Doremus and Company, Boston, Mass. 
Mr. Munro retold the experiences of 
a committee effective in his city during 
the banking crisis which, acting as a 
mediator and interpretor between the 
banks and the press, assisted in the 
alleviation of public tension by getting 
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bankers to take the press more into 
their confidence. Thus is was success- 
ful in reducing erroneous and mislead- 
ing information which the. press would 
otherwise have been forced to print, due 
to the lack of factual knowledge. At 
this luncheon, Ralph West Robey, finan- 
cial editor of the New York Evening 
Post, New York City, made a strong 
argument for a better understanding 
and spirit of co-operation between the 
bankers and the press. He pointed out 
that the public demanded information 
on current events and the newspapers 
were forced to print that information 
on the basis of whatever facts they 
could uncover. He said that often the 
newspaper story was misleading because 
the writer of it could not get a clear 
picture of the subject. 

As an innovation, John Y. Beaty, 
editor of Rand McNally’s Bankers 
Monthly, Chicago, Ill., gave a résumé 
of the convention and its accomplish- 
ments at the Business Luncheon held 
on the last day of the convention. 

The convention was formally closed 
with a banquet on the evening of the 
last day of conferences. M. H. Ayles- 
worth, president of the National Broad- 
casting Company, in the banquet ad- 
dress, stated that one of the greatest 
services which the banks and bankers 
of the United States can render to the 
public at the present time is to acquaint 
them with the fundamental principles 
of banking, and with the exact nature 
of the relationship between financial 
institutions and their customers and de- 
positors. 

Alva G. Maxwell, Citizens and 
Southern National Bank, Atlanta, Ga., 
was elected president of the Association 
for the coming year. He _ succeeds 
H. A. Lyon, Bankers Trust Company, 
New York City. Elected to be first 
vice-president was I. I. Sperling, Cleve- 
land Trust Company, Cleveland, O.; 
second vice-president, J. Mills Easton, 
Northern Trust Company, Chicago, III.; 
third vice-president, Robert W. Sparks, 
Bowery Savings Bank, New York City; 
treasurer, Fred W. Mathison, National 
Security Bank, Chicago, IIl. 
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A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 


developed in business circles dur- 
ing recent weeks. This is a de- 
velopment quite natural in view of the 
efforts being made for a general co- 
ordination of production and _ trade 
under the NRA. Irrespective of the 
merits of the plan itself, its application 
was bound, temporarily at least, to 
cause a degree of uncertainty and con- 
fusion. The usual conditions under 
which production and trade operate 
could not be suddenly changed with- 
out some resultant disturbance. Early 
enthusiasm for the plan has diminished 
somewhat, chiefly because of the ap- 
parent lack of purchasing power suf- 
ficient to absorb the added costs which 
the application of the plan entails. That 
there has been an advance in purchas- 


(developed in bu uncertainty has 


ing power is indisputable, resulting 
from increased employment, higher 


wages and improvement in the prices 
of farm crops. Oscillating opinions 
regarding inflation of the currency are 
also having their effect in contributing 
to the prevailing uncertainty. A definite 
policy, one way or the other, if an- 
nounced and adhered to, would no 
doubt be welcomed in business circles. 

There has been some recovery from 
the recession of mid-July. Still produc- 
tion has not made a satisfactory ad- 
vance, and retail sales of leading depart- 
ment stores have lately declined. On 
the other hand, construction activities 
are gaining and the consumption of 
industrial electric power is increasing. 

It seems to be the prevailing opinion 
at (Washington that business recovery 
is being delayed by the unwillingness 
of the banks to extend credit. On their 
side the banks contend that applications 
for credit have greatly diminished, and 
that by far the larger proportion of 
such applications are acted on favorably. 
The banks also insist that their respon- 
sibility is primarily to their depositors, 
and that credit can be extended only 
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upon the basis of merit. 
contentions do not satisfy the Wash- 
ington authorities, and they have pro- 
posed a loan of as much as $1,000,000,- 
000 to the banks at 3 per cent. for the 
purpose of making loans to trade and 
industry at a rate not in excess of § 


But these 


per cent. Of the ability of the banks 
to extent credit no doubt exists, the 
surplus reserves of member banks hav- 
ing reached the huge aggregate of 
$700,000,000. That the banks, with 
such large excess reserves, would be 
disposed to increase their loans and in- 
vestments is obvious enough—such in- 
crease constituting the major source of 
their profits-——and the conclusion is in- 
escapable that the banks do not yet 
regard the general situation such as to 
warrant a policy of credit expansion. 

With the approach of autumn and 
winter a seasonal revival of trade may 
help in easing the situation. 

From a number of monthly letters 
issued by the banks the following pic- 
ture of conditions throughout the coun- 
try is gleaned: 


MONTHLY SUMMARY 


{Security-First National Bank, Los Angeles, 
September 1} 


Economic conditions in Los Angeles and 
Southern California continued to improve 
during August, but at a slower pace than in 
the three preceding months. While recessions 
from the record levels etsablished by the cur- 
rent upswing during June and July have oc- 
curred in some instances, general trade and 
industrial activity was maintained in August 
at a point above that prevailing throughout 
most of 1932 and the first part of 1933. The 
tendency for manufacturing and trade vol- 
umes to fluctuate sharply in response to the 
many unusual influences now appearing in 
the form of rapid price advances, new state 
and Federal taxes and the like is particularly 
noticeable at the present time. Retail trade 
in Los Angeles was smaller in August than 
in July, due in a large measure, it appears, 
to the introduction on August 1 of the state 
sales tax which caused a large amount of 
anticipatory buying on the part of the public. 
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Sales, however, were larger than in any other 
month of 1933, except July, and at about the 
level of March, 1932, according to prelim- 
inary data. 


BUSINESS BULLETIN 
{Cleveland Trust Company, September 15} 


We cannot know as yet whether this gen- 
eral recession from the advancing trend of 
business activity is merely a temporary hesita- 
tion or whether it is to prove more serious 
than that. Clearly the first phase of the re- 
covery movement has been checked, and per- 
haps terminated. The progress made from 
March to August was abnormally swift, and 
it would be quite unreasonable to suppose that 
recovery could long continue at such a pace. 
Moreover nothing in our previous business 
history would lead us to believe that business 
could continue for long to expand without 
occasional set-backs. 


THE GUARANTY SURVEY 


{Guaranty Trust Company, New York, Au- 
gust 28} 


Business developments this month have 
mostly centered around the activities of the 
National Recovery Administration. The work 
of drafting and adopting codes for individual 
industries has proceeded, and the “blanket 
code” has come into general use among trade 
groups not yet covered by agreements of their 
own. For the most part, the response of 
business to the Federal program appears to 
have been excellent, although obstacles have 
arisen in the work of drawing up codes, illus- 
trating the extreme complexity of the eco- 
nomic system and the innumerable difficulties 
that inevitably confront any attempt at indus- 
trial control or centralized planning. 


NEW ENGLAND LETTER 
{First National Bank of Boston, August 30] 


The sharp increase in industrial activity in 
this section has been accompanied by notable 


gains in employment and wages. The num- 
ber of workers engaged in New England in- 
dustrial establishments during July was 8.2 
per cent. over June and 37 per cent. over 
the same period of 1932, while the corre- 
sponding increases for payrolls were 11.9 per 
cent. and 50 per cent. respectively. Retail 
trade in this section has shown an encourag- 
ing increase in practically all lines. Accord- 
ing to reports of the Federal Reserve Bank 
of Boston, department store sales for. July 
were 34 per cent. and for the first two weeks 
of August 124 per cent. above the same 
period of 1932. 

_ Banking in New England continues to show 
improvement. Aggregate deposits of report- 
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ing member banks are near the peak of the 
year and well above the level at the begin- 
ning of the bank holiday in March. Despite 
the heavy unemployment and subnormal wage 
payments in the intervening period, deposits 
of mutual savings banks of New England at 
the end of July were only 1.4 per cent. below 
July, 1932. Reflecting in part the sharp in- 
crease in business activity in this section, com- 
mercial loans of reporting New England 
banks on August 16 were 12 per cent. above 
mid-May. Loans on securities have fluctuated 
within a narrow range during the past few 
months. 


MONTHLY REVIEW 


{Federal Reserve Bank of Kansas City, Sep- 
tember 1} 


Combined loans, discounts and investments 
of fifty-three reporting member banks in lead- 
ing cities of the Tenth District continued to 
increase during the four weeks ended August 
9, and on that date were 4.4 per cent. larger 
than one year earlier. Between July 12 and 
August 9 these banks enlarged their loans 
0.5 per cent. and their investments 1.4 per 
cent., with the total of the former, as of 
August 9, showing a reduction of 10.9 per 
cent. and of the latter an increase of 19.8 
per cent. as compared to August 10, 1932. 
Compared to a year ago the reduction in 
loans and discounts was about equally divided 
between those secured by stocks and bonds 
and “all other” loans. The increase in total 
investments was in United States securities, 
as investments in other bonds, stocks and 
securities showed a small decline. 


MONTHLY REVIEW 


{Federal Reserve Bank of Richmond, August 
31} 


Efforts to stimulate business have borne 
fruit in the Fifth Federal Reserve District, and 
basic conditions appear to be better than they 
have been for several years. Much of the 
improvement is just getting under way, and 
it is too early to judge as to its continuance, 
but there has been a definite upward trend 
during the past two months. . . . The com- 
mercial failure record for July was excellent 
in the Fifth District, the number of insolven- 
cies being 41 per cent. less and aggregate 
liabilities involved being 72 per cent. less than 
the number of failures and aggregate liabili- 
ties in July, 1932. Employment increased in 
recent weeks in the Fifth District, especially 
for industrial workers and clerks in retail 
establishments, and there are plans in process 
of formation which should shortly give em- 
ployment to many building tradesmen and 
unskilled laborers. Wages of many people 
have been raised, thus increasing the ability 
of the public to buy consumers’ goods of all 
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kinds. Production of coal in July was unsea- 
sonally high in comparison with other recent 
months, reflecting increased demand from in- 
dustrial consumers. Retail trade as reflected 
in department store sales was better in most 
sections of the district in July, 1933, than in 
July, 1932, and wholesale trade last month 
was in much larger volume, dry goods sales 
actually tripling and shoe sales doubling sales 
of July last year, while hardware sales in- 
creased over 80 per cent. 


MONTHLY LETTER 
{National City Bank of New York, Septem- 


ber} 
Trade in the primary markets, and indus- 
trial operations generally, have slackened 
somewhat during August, after advancing 


between March and July to the highest level 
since the spring of 1931. In this slackening 
the usual “summer dullness,” which ordi- 
narily would have been felt a month or six 
weeks earlier, is plainly a factor. However, 
the chief explanation is in the character of 
the preceding advance, which was not only 
unparalleled in speed and extent, but was 
influenced by extraordinary measures tending 
to raise prices. These included of course 
the gold embargo and the inflationary powers 
authorized by Congress for possible use and 
the ensuing depreciation of the dollar in the 
foreign exchanges; the enforced wage in- 
creases and reductions in working hours under 
the Industrial Recovery Act; and the process- 
ing taxes and restrictions on farm production 
under the Farm Relief Act. 


MONTHLY REVIEW 
{Ninth Federal Reserve District, August 29] 


The increase in business in the district 
continued to grow in magnitude and in the 
number of sections of the territory and in- 
dustries affected during the month of July. 
However, the July level was not fully main’ 
tained during the first part of August. The 
rise in the level of business during June and 
July can be partly traced to the higher prices 
for grains and other farm products and to 
the unusually heavy marketings of wheat 
which had been held on the farms since last 
fall. These factors added to the purchasing 
power of the district and stimulated the grain 
markets. The national increase in business 
created a larger demand for many commodi- 
ties, such as iron ore. All of these forces 
combined to cause an increase in the business 
volume of the district beyond the seasonal 
expectations, reaching a peak in July. Falling 
prices for grains and marketings of grain, 
which fell short of the average for the first 
part of August, were important causes of the 
decline in the level of business during the 
first half of August. 
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MONTHLY REVIEW 


{Federal Reserve Bank of Chicago, August 31] 


Although many phases of Seventh District 
industry and trade recorded a slowing-down 
in activity during July — partly seasonal in 
nature — others showed a continued rising 
trend, and business in most groups was at 
levels well above a year ago in the same 
month. 

Production of steel declined somewhat 
after the middle of July, but new business 
received during the month totaled larger than 
in June, while pig iron output expanded 
notably in the period. Shipments of steel 
castings, of stoves and of furniture increased, 
as did orders in the two last named lines: 
malleable casting shipments recorded a minor 
recession. The manufacture of automobiles 
was curtailed only slightly, and building con- 
struction again expanded, with the movement 
of building materials relatively heavy. Shoe 
production was maintained at a high level in 
the month. In all of these industrial phases, 
activity exceeded that of July last year. Em- 
ployment and payrolls not only increased 
over June — contrary to trend — but showed 
the first gain in the yearly comparison since 
1929, 

Seasonal declines took place during July 
in the production of packing-house commodi- 
ties, of butter and of cheese. However, gains 
shown over the preceding month in the dis- 
tribution of cheese and in the dollar volume 
of packing-house products sold were counter 
to trend for July. Production in all three in- 
dustries totaled heavier than a year ago, and 
only butter recorded a sales decline in the 
comparison. The movement of wheat was 
not so large as is usual for July, but that of 
feed grains was greater than seasonal. Esti- 
mates for many Seventh District crops were 
revised downward in July, although those for 
fruit and tobacco were raised. 

Wholesale and retail trade were, in gen: 
eral, smaller during July than a month pre- 
vious. With the exception of dry goods, 
where a non-seasonal gain was recorded, re- 
porting groups of wholesale trade experienced 
greater than usual recessions during the 
period, but all had a larger volume of busi 
ness than a year ago. Department store trade 
likewise showed a greater than seasonal de- 
cline, though sales totaled moderately heavier 
than for last July. The retail shoe and furni- 
ture trades recorded similar trends in the 
monthly comparison, with shoe sales slightly 
smaller than a year ago, as well. The major: 
ity of chain store lines made larger sales than 
a month previous or in July, 1932. Distribu- 
tion of automobiles fell off in July, but sales 
totaled considerably heavier than last year. 

The volume of Reserve Bank credit ex- 
tended in the district declined somewhat fur- 
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ther between July 19 and the middle of 
August. In this period total loans and in- 
vestments of reporting member banks and 
deposits therein also were reduced slightly. 
Dealer sales of commercial paper continued 
to expand in July, and new financing by 
means of bankers’ acceptances increased heav- 
ily, following a sharp decline in June. 
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[Federal Reserve Bank of New York, Sep- 
tember 1] 


Excess reserves of the principal New York 
City banks remained comparatively small 
during the first half of August but subse- 
quently increased substantially to about $150,- 
000,000, and open market money rates in 
New York declined to levels even lower than 
those reached in June, and about as low as 
in January and early February. For all other 
member banks throughout the country excess 
reserves remained around $450,000,000, and 
the total for the entire country, therefore, 
rose above $600,000,000, and about equaled 
the high level reached early last January. The 
distribution has changed materially since 
January, however, a large part now being dis- 
tributed throughout the country, whereas in 
January at least half was concentrated in 
New York. 

The increase in the excess reserves of New 
York banks during the latter half of August 
was due partly to an expansion in Reserve 
Bank purchases of Government securities. For 
a number of weeks purchases had been made 
at the rate of about $10,000,000 a week, fol- 
lowing purchases varying from around $20,- 
000,000 to $25,000,000 for several weeks in 
May and June. In the third week of August 
the amount of Government securities pur- 
chased by the System was increased to $35,- 
000,000, and in the fourth week a like 
amount was purchased. 

The total loans and investments of princi- 
pal New York City banks showed greater 
stability during August, following a decline 
in July. In other principal cities also the 
amount of member bank credit outstanding 
showed no material change in August, follow- 
ing a rather substantial increase from the mid- 
dle of June to the end of July. The failure 
of bank credit to expand in the face of 
mounting excess reserves and increasing busi- 
ness activity may, however, be attributed at 

‘least in part to the further effect of the dis- 
continuance of interest payments on demand 
deposits. In the four weeks ended August 
23 the demand deposits of reporting member 
banks declined $220,000,000 to a volume 
$800,000,000 less than on June 14, just be- 
fore the passage of the Banking Act of 1933, 
which made discontinuance of interest pay- 


f| 390 Commonwealth Avenue— 


|| Equipment, service, rates make this jf 
‘*The Distinctive Boston House’’ 


| In a quiet section, yet but six 
minutes from the business, theatre 
and shopping district. 


Rooms with bath from $3.50 up 
B. M. Andrews, Manager 


Idle 
demand deposits have sought investment in 
United States Government securities and other 
high grade securities of short maturity, and 
this has tended to prevent further accumula- 
tion of such securities in bank portfolios and 
even to cause some decline. The Government 
security holdings of the reporting banks de- 
clined about $150,000,000 between June 21 
and August 23, notwithstanding large pur- 
chases of new Government securities, espe- 
cially those issued on August 15. 

There are indications, however, that the 
reduction in demand deposits has not meant 
a corresponding reduction in the amount of 
money in active use. It has reflected rather a 
tendency of corporations and others to invest 
deposits not immediately needed, and to use 
the remaining balances more intensively. This 
is reflected in the velocity or turnover of de- 
mand deposits in the principal cities for a 
number of years past. The activity of de- 
posits, following an extraordinary rise from 
1925 to 1929, declined to between 50 and 
60 per cent. of the 1919-25 average at the 
end of 1932. Subsequently there has been 
a rapid rise to about 85 per cent. of the aver- 
age for 1919-25, the highest rate since the 
middle of 1931. 

This increase in the turnover of deposits 
has reflected not only a reduction in idle 
deposits, but also an increase in the volume 
of checks drawn against the remaining de- 
posits, accompanying the improvement in 
general business conditions during recent 
months. Thus far the recovery in business 
appears to have been financed largely through 
more active use of the existing money supply, 
although there has also been a fairly substan- 
tial increase in deposits since March, resulting 
partly from expansion of bank credit and 
partly from the return of hoarded currency. 


ments on demand deposits mandatory. 








BANK WOMEN MEET IN CHICAGO 


ALERT bank women from every part of the 
country attended the National Convention of 
the Association of Bank Women which was 
held in Chicago, September 4-7, at the same 
time as the A. B. A. convention. Miss Agnes 
M. Kenny, last year’s president of the asso- 
ciation and manager of the women’s depart- 
ment of the First Wisconsin National Bank, 
Milwaukee, Wis., recently defined the purpose 
of the association as follows: 

“The purpose is to bring together women 
executives engaged in banking for mutual 
exchange of ideas and experiences in order 
that practical benefits may be derived and to 
promote the interest of its members and to 
forward the interests of all women in banking 
and to uphold the dignity and integrity of 
women associated or employed by banks.” 

At the close of the convention Miss Kenny 
was re-elected president for the coming year. 
Miss Kenny entered the banking field after 
she had been an instructor in English and 
literature at the State Teachers College at 
Milwaukee. Following her experience as a 
teacher, she embarked on a banking career 
through the investment field after the World 
War. Her ability was soon recognized and 
she was called upon to organize the women’s 
department of the First Wisconsin National 
Bank of Milwaukee. 

Other officers elected were: Vice-president, 
Miss Catherine Olney, manager of the wo- 
men’s department of the Worcester County 
National Bank, Worcester, Mass.; recording 
secretary, Miss Gertrude M. Jacobs, assistant 
cashier, Marshall & Ilsley Bank, Milwaukee, 
Wis.; corresponding secretary, Miss Emma M. 
Steinke, assistant cashier and manager, wom- 
en’s department, First National Bank, Osh- 
kosh, Wis.; and treasurer, Miss Lillian C. 
Hage, assistant cashier, Bank of America, N. 
T. & S. A., Los Angeles, Cal. 

The regional vice-presidents elected were: 
New England division, Miss Susan Sturgis, 
assistant manager, First National Bank, Bos- 
ton, Mass.; Middle Atlantic, Miss Henrietta 
Fuchs, assistant trust officer, Underwriters 
Trust Company, New York, N. Y.; Lake, 
Miss Mary Travers, assistant cashier and 
manager, women’s department, Lake Shore 
Trust & Savings Bank, Chicago, IIl.; Midwest, 
Miss Mathilda Woltjen, manager, women’s 
department, Security National Bank Savings 
& Trust Company, St. Louis, Mo.; Southern, 
Miss Nora Kirch, manager, women’s depart- 
ment, Louisville Trust Company, Louisville, 
Ky.; Southwestern, Miss Leota Branum, as- 
sistant cashier, Mercantile Bank & Trust Com- 
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pany of Texas, Dallas, Tex.; Western, Mrs. 
M. E. Bonham, assistant cashier, Security 
Savings Bank, Riverside, Cal. 


BANK SUPERVISORS BACK 
INSURANCE 


THE convention of the supervisors of the 
forty-eight states, which met in Chicago last 
month, went on record as being in accord 
with Federal deposit insurance, thus failing 
to back up the opposition of the American 
Bankers Association. These state supervisors 
urged, however, that the Federal authorities 
should co-operate closely with the state bank- 
ing departments in putting the law into 
operation. Such co-operation, they stated, 
would go far to alleviate the fear that state 
banks not members of the Federal Reserve 
might not be able to qualify for the Federal 
deposit guaranty. 

“If non-member state banks are to be ex- 
amined by men familiar with local conditions, 
men who will make allowances in view of 
those conditions, all will be well,” said Dr. 
D. W. Gordon, secretary of Banking in 


‘Pennsylvania. 


The supervisors expressed their sympathy 
with deposits guaranty after hearing Senator 
Arthur H. Vandenberg of Michigan criticize 
the American Bankers Association's attitude. 


GIANNINI AND NEYLAN JOIN 
NATIONAL CITY BOARD 


A. P. GIANNINI, chairman of the board of 
Bank of America and the Transamerica Cor- 
poration, and John Francis Neylan of San 
Francisco, counsel for William Randolph 
Hearst and for all of the Hearst interests, 
were elected directors of the National City 
Bank of New York at the regular meeting 
of the board on September 12. 

Transamerica Corporation is the largest 
holder of National City stock, having ac: 
quired about 10 per cent. of the outstanding 
shares through the merger of Bank of Amer- 
ica N. A. and the National City two years 
ago; and it has been known that for more 
than a year Mr. Giannini has desired to gain 
representation in the directorate for Trans 
america’s interest in the bank. The passage 
of the Bank Act of 1933, giving shareholders 
the right to vote the number of shares owned 
by them for as many persons as there are 
directors or to cumulate such votes for one 
person, made it certain that Mr. Giannini 
would be able to get at least one director on 
the board at the bank’s annual meeting in 
January, so it is assumed that the bank de- 
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cided not to delay till then giving Trans- 
america representation on the board. 

Mr. Neylan is a practising attorney in San 
Francisco, and was formerly budget director 
under Governor Hiram Johnson, when the 
present budget system of California was 
planned. and put into effect. Whether Mr. 
Neylan was elected primarily as a representa- 
tive of the Hearst interests has not been indi- 
cated. 

This election fills two of the three vacancies 
caused by the resignation of Charles E. 
Mitchell, former chairman; Hugh B. Baker, 
former president of the National City Com- 
pany; and Percy E. Rockefeller. 


BANK AUDITORS MEET 


THE ninth annual convention of the National 
Conference of Bank Auditors and Comptrol- 
lers was held in Chicago on September 4-7, 
at the same time as the A. B. A. convention. 
Howard C. Steele, comptroller of the Girard 
Trust Company, Philadelphia, was elected 
president for the coming year and the follow- 
ing other officers were elected: Oscar G. 
Schalk, comptroller of the Mercantile-Com- 
merce Bank & Trust Company, St. Paul, 
Minn., first vice-president; Even Johnson, as- 
sistant comptroller of the First National Bank 
&@ Trust Company, Minneapolis, Minn., sec- 
ond vice-president; and C. H. Gordon of 
Seattle, Wash., secretary and treasurer. A 
feature of the convention was the demonstra- 
tion of a “lie detector” and its use in bank 
personnel work by Henry Scarborough, Jr. 
R. H. Brunkhorst, comptroller of the Harris 
Trust & Savings Bank, Chicago, spoke on 
“Trust Costs as a Basis for Fees,” and James 
L. Walsh, vice-president of the National 
Bank of Detroit, spoke on “Recent Banking 
Legislation.” Other speakers were Russell F. 
Thomes, assistant vice-president of the Cen- 
tral Hanover Bank & Trust Company, New 
York, retiring president of the association; 
Paul J. Drexler of the City National Bank & 
Trust Company, Chicago, president of the 
Chicago Conference of Bank Auditors and 
Comptrollers; C. W. Bolton, auditor of the 
Irving Trust Company, New York; and A. 
H. Laning, editor of National Auditgram. 


AMERICAN BALANCES IN LONDON 
NOT A MENACE 


Tr has been reported in some quarters that 
British banks are faced with a new problem 
in handling the “unwanted” millions trans- 
ferred to London by American corporations 
and individuals since the United States went 
off the gold standard. New York bankers, 
however, deny that this transfer of funds has 
been inordinately large and do not believe 
that it has been in sufficient volume to dis- 


turb the London market or to threaten a 
serious situation. As many Continentals have 
been doing considerable hoarding of late, the 
influx of American funds is said to be wel- 
come to a certain extent. 


COMING BANKERS’ 
CONVENTIONS 


CENTRAL BANK MANAGEMENT CONFER’ 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 


FLoripA BANKERS CONVENTION. Orlando, 
October or November, 1933. 


INVESTMENT BANKERS ASSOCIATION. Hot 
Springs, Va., October 28-November 1, 1933. 


IowA BANKERS ASSOCIATION. 
termined, June 18-20, 1934. 


Place unde- 


Morris PLAN BANKERS’ ASSOCIATION. 
Brown Hotel, Louisville, Ky., October 2-4, 
1933. 


MortTGAGE BANKERS ASSOCIATION. Secre- 
tary, Walter B. Kester, 111 West Washing- 
ton Street, Chicago. Statler Hotel, St. Louis, 
Mo., October 10-11, 1933. 


NEBRASKA BANKERS ASSOCIATION. Fon- 
tanelle Hotel, Omaha, November 15-16, 1933. 


ASSOCIATION. 
Indefinitely 


New Mexico’ BANKERS 
Franciscan Hotel, Albuquerque. 
postponed. 


New York Savincs BANKS ASSOCIATION. 
Waldorf-Astoria Hotel, New York City, 
October 16-17, 1933. 


Paciric Coast Trust CONFERENCE. St. 
Francis Hotel, San Francisco, October 26-27, 
1933. 


Bank Buildings 


If you are considering modernizing 
yp we present quarters or contemplat- 
ing new offices, we believe it will pay 
you to let us solve your problems. Years 
of experience in designing bank build- 
ings qualify us to perform these services 
for you perfectly and economically. 


Booklet sent upon request 


CHAS. A. HOLMES 


formerly of 
HOLMES & WINSLOW 
Established 20 Years 


153 E. 38th Street - New York 
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ELECTION OF WADE G. MURRAH 


Wape G. MurraH, manager of the business 
development and advertising department of 
The First National Bank of Atlanta, Ga., 
has been named chairman of the Business 
Development Division of the Financial Ad- 
vertisers’ Association and elected a member 
of the board of directors. 

Mr. Murrah has been active in the affairs 
of the association for many years, serving 
during the past year as vice-chairman of the 
Business Development Division and as a 
member of the Extension Committee. He is 
also a member of the board of directors of 
the Atlanta Advertising Club and chairman 
of its finance committee. Under his direction 
the advertising of The First National Bank 
of Atlanta has attracted nation-wide atten- 
tion, since The First National was one of the 
first financial institutions in the country to 
advertise bank loans in daily newspapers. 


ELIJAH JOHNSON DEAD 


EvijaH C. JOHNSON, chairman of the board 
of the First National Bank of Hartford, 
Conn., died on September 12 at the age of 
seventy-six. He had been in the banking 
business for fifty-seven years. In 1875 be 
became messenger for the National Exchange 
Bank, Hartford, and later he was its cashier 
for twelve years and in 1908 was elected 
president. When the National Exchange 
Bank consolidated with the First National in 
1916, Mr. Johnson became vice-president of 
the latter, and in December, 1922, was elected 
president, serving until 1929, when he be- 
came chairman of the board. 


CHRISTIE TO BE NEXT I. B. A. HEAD 


Ropert E. Curistiz, Jr., of Dillon, Read 
& Co., is slated to be the next president of 
the Investment Bankers Association for the 
year 1933-34. He has been nominated by 
the board of governors, which is equivalent 
to election. Formal ratification will be made 
at the annual convention in Chicago on Octo- 
ber 28 to November 1. 

Mr. Christie was born in New York, No- 
vember 20, 1893. He attended private 
schools in New York and Princeton Univer- 
sity, class of 1915. During the World War 
he was a captain in the air service of the 
Army. In 1919 he became associated with 
William A. Read & Co., which firm became 
Dillon, Read & Co. in 1921. He was ad- 
mitted to membership in that firm, January 1, 
1927. He has been a member of the board 
of governors of the association since 1930 
and has devoted many years of work in the 
interest of the investment banking business. 
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THE CHASE 


NATIONAL BANK 
of the (ity of New York 


STATEMENT of CONDITION , OCTOBER. 25, 1933 









RESOURCES 


CasH AND DuE From BANKs_. . $ 258,045,886.08 
U. S. GovERNMENT SECURITIES 232,212,270.08 


STATE AND MunicIPAL SECURITIES 
MATURING WITHIN TWO YEARS 





88,924,807.74 












OTHER STATE AND MunicIpAL SECURITIES. 











LIABILITIES 


Deposits Oe ene 

FEDERAL Funps PurcHASseED. 

ACCEPTANCES . .-... . . 
Less Amount IN PortFoLio 








$116,577,095.97 


LIABILITY AS ENDORSER ON ACCEPTANCES 
AND ForeEIGN BILLs 
Oruer LIABILITIES 





¢ 
e 
€ 


$1,683,700,932.90 


30,672,763.06 


10,920,100.40 
OrHER SECURITIES MATURING WITHIN TWO YEARS. 53,474,538.97 
FEDERAL RESERVE BANK Stock 8,160,000.00 
OruHeER Bonps AND SECURITIES 102,103,010.51 
Loans AND Discounts 784,528,837.43 
Reat Estate ey Rafa 43,066,591.71 
Customers’ ACCEPTANCE 
LIABILITY <i wat? $109,815,638.26 
Less Amount 1N PortFo.Lio 30,672,763.06 79,142,875.20 
OTHER ASSETS 23,122,014.78 





CAPITAL 148,000,000.00 
SURPLUS sp a 50,000,000.00 
Unpivipep Prorits Sed pease ai tease 10,000,214.57 
RESERVE FOR TAxEs, INTEREST, CONTINGENCIES, ETC. 5,909,522.53 


1,358,560,755.23 


5,000,000.00 
85,904,332.91 


472,841.69 
19,853,265.97 





$1,683,700,932.90 


This statement does not include the statements of any of the 
organizations affiliated with The Chase National Bank 
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— this California-wide service, 


Bank of Ametica routing is swift because it is 
direct—to 243 California communities in which 
the 410 branches of this statewide bank are 
located. 

Correspondents enjoy an appreciable reduc» 
tion in float which on total volume makes this 
truly responsive and responsible service very 
much worthwhile from a dollars-and-cents 
standpoint. 


BANK of AMERICA 


NATIONAL TRUST & SAVINGS ASSOCIATION 


CALIFORNIA 


Head Offices in San Francisco 
and Los Angeles—the two 
Federal Reserve cities 


Bank of America National Trust & Savings 
Association, a National Bank, and Bank 
of America, a California State Bank, are 
identical in ownership and management 
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